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FOREWORD 
Businessmen, when expanding and modernizing their 
facilities, are in need of funds with which to finance the 
new ventures. These funds can come from internal or exter-
nal sources. In 1948, internal financing accounted for 64% 
of the sources of corporate funds, while in 1956, this per-
1 
centage dropped to 59.1%. External financing has therefore, 
been important and the various methods of external financing 
will be explained in detail throughout the thesis. 
This thesis is divided into two sections. The 
first is an explanation of leasing, its background, advanta-
ges and disadvantages. Purchasing and debt financing will 
then be covered in the same manner. The basic information 
will be given in the analysis of leasing, and its interpre-
tation will be shown when purchasing and debt financing are 
explained. One of the most important factors in a compari-
son of financing alternatives is that of cost. What would 
an item cost, both financial and non-financial, in both 
systems? Therefore, a detailed study of cost will be made, 
showing what items are important in coming to a decision as 
to what is the actual cost. 
The second section will use the first as back-
ground information for a case study. This case is one of a 
small super-market operator who wants to expand his business. 
He presently has one small market and now wants to build his 
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second store, a large modern supermarket. This expansion 
could come from leasing, purchasing, debt financing, or a 
combination of the three. This thesis will show the roads 
available to this man, and finally how he decides to actu-
ally finance this expansion. This expansion will include 
the acquiring of land, buildings and equipment. 
The information in the first section will be ob-
tained through research into written material, augmented by 
personal interviews with people engaged in the banking and 
life insurance industries. 
The second section will be composed almost entire-
ly from interviews and first-hand knowledge obtained from 
people engaged in the financial and food retailing indus-
tries. 
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Financing of a Super-Market 
Businessmen have always been engaged in obtaining 
financing in order to expand, modernize and facilitate oper-
ations. Business expenditures for New Plant and Equipment, 
as shown in the following table, have increased from seven 
billion dollars in 1945, to thirty-seven billion dollars in 
1956. Manufacturing and Mining corporations have increased 
their expenditures for new plant and equipment from 3650 
million dollars in 1945 to 15470 million in 1960. In order 
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to finance this expansion, businessmen had to use a variety 
of 
of 
financial methods. The following table shows the sources 
corporate funds in selected years since 1948. 
Sources of Oor:12orate Funds* 
in billions 
1948 ~ 1.222 
Internal Sources 18.6 20.2 24 .8 
Retained Earnings 12.4 12.4 8.1 
Depreciation 6.2 7.8 16.7 
External Sources 7.2 4.2 11.5 
Stocks 1.2 1.7 3.0 
Bonds 4.7 2.0 5.2 
Other 1.3 .5 3.3 
External Sources 
Short Term 3.2 19.1 5.6 
Bank Loans .5 2.1 2.2 
Trade Payable 1.3 8 . 8 2.9 
Fed. Inc. Tax 1.0 7.2 -1.5 
Other .4 1.0 2.ot3 
*All non-financial corporations, except banks 
and insurance companies, in the United States 
exclusive of Alaska and Hawaii. 
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From this table we see that internal sources have 
provided more funds than external. Ho1-1ever, depreciation 
which is a non-cash expense, provides the greatest amount, 
with retained earnings becoming less important. These in-
ternal sources did not provide sufficient capital to finance 
this expansion and supply the cash necessary to maintain 
business. External financing therefore, has been necessary. 
Long term external financing has shown most of its increase 
in the stock and other fields. Short term external financ-
ing has increased mainly in the bank loan and other areas. 
Much of the increase as shorrn in the chart, came from the 
"other" category. This shorTs that various methods are be-
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coming more important, not simply the stock and bond markets. 
During this same period, financial i nstitutions, 
namely banks and li~e insurance companies, have had surplus 
funds available. 
All Active Banks 
Principal Assets and Liabilities 
1900-1956 
Assets Loans & direct U.S.Govt. Cash Bal. Surplus 
ind. overdrafts other Sec. other Banks undiv. Pr. 
1900 10,785.8 5,657.7 2,498.4 2,256.0 882.2 
1910 22,450.3 12,521.8 4,677.8 4,437.3 1,955.6 
1920 52,828.2 30,650.1 11, 252.0 8 ,367.4 3, 251.3 
1930 73,642.4 40,510.1 17,944.7 11,178.0 6,392.1 
1940 80,213.6 22,557.7 29,074.9 25,683.9 5, 233.3 
1950 192, 240.7 60,711.1 88,004. 8 41, 235.8 10, 245.64 
1956 251,965.3 110, 632.0 87,351.9 49, 836.7 14,342.9 
Life Insurance Companies 
Distribution of Assets 
1930-1956 
l22Q. 194o l22Q ~ 
Assets 18,879611 30802155 64019686 96305486 
Liabilities 17,862142 28963748 59380540 88522962 
Capital & 
Unassigned 
Surplus 1017470 1397545 3267323 6227259 5 
Life Insurance Companies 
Partial List of Bus. Inv. 
Total Bonds Stocks Mortgage Other 
1941 10174 9573 601 6442 1840 
1945 11059 10060 999 6636 1738 
1953 34438 31865 2573 23722 3302 
1954 37300 34032 3268 25976 3523 
1955 39545 35912 3633 29445 3743 
1956 41543 38040 3503 31989 4076 
1957 44057 40666 3391 35236 4328 
1958 47108 42999 4109 37062 4624 
1959 49666 45105 4561 39197 4937 6 
1960 51010 46906 4054 41798 6109 
As shown in these tables, all active banks ha e had 
an increase in the surplus, undivided profits and reserve ac-
counts from 882.2 million dollars in 1900 to 14342.9 mil~ion 
dollars in 1956. Life Insurance Companies show the same ma-
terial. Capital and unassigned funds have increased frok 
1017470 in 1930 to 6227259 thousands dollars in 1956. These 
unassigned funds and undivided profits could be used to fi-
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nance business if the need for capital should arise . 
A careful analysis of the Life Insurance comp~nies' 
business investments shows that the bonds, mortgages antl oth-
er accounts show the largest increases. This study sho~s 
that in 1960, the miscellaneous account has increased 19%, 
bonds 4%, mortgages 6.2% and stocks declined 12%. Thesr items 
are important as they show the growing importance of miscella-
neous financing. One of the methods included in "other 11 is 
leasing. 
Narrowing ourselves down to the Super-Market field, 
we find that leasing is an important factor. In 1954, ~uper­
Market Institute reported that 74% of the new markets that 
were opened were leased. Another important fact is that all 
new markets built in new large shopping centers were le~sed. 
Sales in the food group have increased from 10967 
in 1929 to 30298 million dollars in 1949.
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Of this tot~, the 
greatest volume is done in the groceries' combination stores. 
The Super-Markets do most of the volume in this category, 
which increased from 7353 million in 1929 to 24154 millibn 
20 years later. Leasing is shown on the balance sheets of 
the major food chains in the country and is increasing c n-
tinuously. 
Major Grocery Chains 
1937 1958 1959 
A.P Sales 4481852081 4769249488 5094741391 
Rentals 392594o5 43439157 N/A 
Sa:feway Sales 2117314394 2225352461 2383011483 
I Rentals 27541630 31858110 37564973 Kroger Sales 1674123000 1776175000 1911902467 Rentals 21549000 23807000 258596308 
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This thesis is a study of Super-Market finan~ing. 
Therefore , leasing is a topic which must be discussed ~n de-
tail . 
Leasing began in the United States in 1942 w en 
Virginia passed a law allowing insurance companies to irvest 
in real estate , thus opening the way for large ownership in 
this area. In the same year the sale-leaseback got its start 
in recent American history in Virginia when the Life In ur-
ance Company of Virginia leased back a warehouse to Safeway, 
one of the nation ' s largest food retailers. This opene! the 
way for others. Since that time forty states have followed 
suit . A study of a type of financing closely allied to leas-
ing can be traced back to the Greek and Roman Empires and in 
America in 1700 in the colonies settled by the British. I The 
sale-leaseback can also be traced to 1882. However, as stat-
ed above, it received its impetus in 1942 with the passage of 
the Virginia law. 
Leasing by definition is a contractual agreement by 
I 
means of which the use of a fixed asset is transferred for a 
restricted period of time by its owner to a potential user 
while title is retained by the owner . The lease, as shown by 
the definition, demonstrates the difference between owning 
and using. Profits are made through using and not ownership. 
Therefore, the advantage of leasing is allowing industry to 
have more assets at their disposal, thus allowing possible in-
creased profits . Leasing has definite advantages and has been 
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used by certain specialized industries for some time.9 These 
industries are as follows: 
Industries using highly complex machinery. 
When new machinery is purchased, especially complex 
machinery, the cost is high, and most often the machinery ena-
bles the plant to operate more effectively and with increased 
productivity. This increased productivity, overcoming the add-
ed cost, produced a higher profit. There would be no point in 
investing in new equipment if an increase in profit was not ex-
pected, profit being the major motive behind the investment. 
If this equipment requires expert operators and repair men 
who are not available, much of the profit from these machines 
would necessarily be required to train personnel in order to 
keep these machines operating . Leasing provides an answer. 
If these machines are leased, the leasing company will have 
training programs in which employees can receive expert train-
ing in a much shorter time than could be accomplished by the 
lessee company. This allows the lessee company freedom from 
t he expense of setting up training programs and keeping on 
hand a qualified repair man. Even though the expense is part 
of the leasing cost, the lessee company can know beforehand 
his exact cost. 
Industries using expensive equinment. 
Many businesses have need for machinery, but only 
12 
at certain times of the year and only for special orders. 
Usually this type of equipment is very specialized and expen-
sive, making it necessary to keep the equipment operating at 
all times in order to have a profitable investment. When 
this use is not constant, it would be impossible for a com-
pany to use the equipment and many items could not be manu-
factured. Specialized equipment is also subject to rapid ob-
solescence. The only profitable method of obtaining this 
equipment without too much risk, is to lease it for the re-
quired time. This is done by many companies, thus keeping 
the equipment busy, while not saddling any one firm with the 
high capital outlay. The rental charge, even if high, can be 
predetermined and included in the cost of the order. There 
are no unknown costs as would be the case if the equipment 
were owned, as no one could say how much overhead would have 
to be spread to each item when the amount of items is not 
known. Leasing on this case allows a company to use special-
ized equipment with a known cost and without the risk of ob-
solescence. 
Industries requiring frequent servicing. 
Equipment is the lifeblood of business, and main-
tenance is the lifeblood of equipment. Businessmen realize 
that overhead reduces their profit percentage, and especially 
in poor times, economizing is done, and an easy place to econ-
omize is in the servicing and maintenance of equipment. When 
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the equipment is expensive and complex, frequent servicing is 
necessary or the life will be seriously hampered. When this 
over-economizing is a possibility, it would be safer and more 
inexpensive in the long run to lease the equipment, and then 
the servicing would be done by experts and no reason would be 
present to jeopardize the value by over-economizing on service. 
Industries where the sale of related items is important. 
Many industries are based on the fact of selling 
parts or related items at periodic intervals. Many times 
these items are more important profit-wise than the individ-
ual machine or equipment. Using a typewriter as an example, 
supposing special ribbons were needed in order to operate 
this tYPewriter, if the company could lease a great amount 
of these machines to businessmen, it would be a simple task 
to require or have an inside track to sell most of the ac-
cessories used with the typewriter. Another case is IBM, 
where special cards are needed, and the logical place to pro-
cure them is through the manufacturer of the equipment. In 
these cases, the rapid turnover of the related items is where 
the profit is made. 
Industries using a great amount of fixed assets. 
Businesses are run on capital and it is important 
and necessary to keep sufficient liquid capital to meet all 
obligations, with a reservoir to take care of special purchase 
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options. This capital must run the business, replace unser-
viceable equipment and provide for expansion. When the need 
for equipment is great and the cost is high, most companies 
do not have sufficient capital to swing the entire expansion 
without seriously impairing the companies' working capital. 
In this case, leasing provides the answer. The working capi-
tal can be kept in the business while the new equipment can 
be used with only the rental payment due each period . In 
this way companies with limited capital can keep abreast with 
modern equipment without impairing their capital position. 
These industries being specialized were in need of 
a special method of financing. Leasing became the answer. 
The real growth of leasing did not, however, stem from these 
specialized industries. It was the branching out into other 
areas where more conservative methods of financing had always 
been used . Businessmen have studied the basic strengths of 
leasing and have found where these strong points coUld be 
used in other areas, and this is where leasing has shown its 
great strength. 
Advantages of leasing: 
Allows concentration in major field. 
Most businessmen are specialized and have a basic 
knowledge in one field. Small businessmen normally have limi-
ted capital and financial strength and are not experts in the 
fields of finance and real estate. These individuals know 
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how to make money with the equipment or building , providing 
they can devote all of their time and energy to their task. 
If one is forced to deal with complex financial matters to 
which he is not accustomed, much of his efficiency in his ma-
jor field may be seriously impaired. The same is true if he 
must think of real estate problems for which he has no actual 
training. In both of these fields , many savings can be en-
joyed by the experienced executive which would be passed by, 
by the inexperienced person. Leasing, therefore, allows for 
example a grocer who only knows and understands the sale of 
food, to go into a new location, involving complex financial 
and real estate problems with only one cost to consider, the 
rental charge which is a predetermined fee and a figure that 
the grocer is reasonably sure he can meet. This individual 
can devote his full time to his task while leaving the spe-
cialized field to those who have the necessary background. 
Frees capital. 
The releasing of working capital is one of the ma-
jor advantages of leasing. A business has many uses for cash 
as was shown earlier. One of the most important items in a 
business is working capital. These are the funds which a com-
pany uses to meet its bills, take advantage of discounts and 
special purchases and, in general, keep the business going. 
Where new equipment is necessary and large expenditures of 
cash are required, this working capital can be seriously im-
paired to such an extent that bills could not be met on time, 
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consequently losing discounts. If the same equipment can be 
leased, the only cash outlay would be the rental charge, thus 
requiring very little fixed investment in fixed assets, allow-
ing the company to remain in a liquid position. This company 
may have considerable debt which is hampering business, while 
new equipment is also needed. Leasing would allow them to 
have the equipment and also free the available cash to reduce 
the debt, thus relieving the pressure on the business. The 
same is true about expansion. The needed expansion can be 
leased and the working capital can be kept intact to continue 
the day-to-day business. Leasing shows its greatest advan-
tage in releasing working capital, thus making more money a-
vailable for the operation of the business. It should be 
pointed out briefly that leasing is not the only method of 
releasing working capital. These other methods will be pres-
ented at a later time. 
Operating records simplified. 
Bookkeeping has become a complex, time-consuming 
job, and as time goes on, especially as far as the complete-
ness, accuracy and amount of records which must be kept, will 
continue to increase. When equipment is purchased, records 
must be kept as to cost, time purchased, discounts if any, 
service contracts and tax material . Many service contracts 
only cover certain parts for certain periods of time. Other 
machines must have operation records kept as to what has been 
processed and at what time servicing must be performed. De-
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preciation rates differ for each type of equipment or build-
ing and proof must be kept in order to insure proper tax cred-
it . Obviously, all of these items will increase the necessi-
ty and amount of records which must be kept and this requires 
time which is added cost. Under leasing, the records which 
would have to be kept would be greatly reduced . All the rent-
al payments are tax deductible, therefore simplifying as well 
as reducing the physical amount of records . The leasing com-
pany would have charts and inspectors who would service the 
machines at the proper time, and the lessee can in effect , 
turn many of the bookkeeping costs over to the lessor, thus 
reducing his own cost . 
Risk of Obsolescence is minimized. 
In a technological age , there is always the danger 
of equipment becoming obsolete . Obsolescence, as defined by 
the American College Dictionary, means "the tendency to be-
come out of date , as machinery , etc . " In complex machinery 
where the rapidity of production is important, this obsoles-
cence factor is of utmost importance . It may be less expen-
sive to a company to use equipment even at a greater periodic 
rental fee and remain flexible enough to take advantage of 
all new developments, than to be tied down to one specific 
machine, even at a lesser cost. When modern machinery or 
ideas are introduced , the companies who have remained flexi-
ble are free to make the change , thus giving them a one-step 
lead over competition. Leasing affords this advantage . If 
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items, buildings and equipment can be leased for a relatively 
short period, the lessee can exchange this equipment for the 
improved model if sold by the same company, without taking a 
large loss which would be required if the equipment had been 
owned. When major innovations are made, most companies may 
not be in a sufficiently liquid capital position to take ad-
vantage of the changes. Leasing allows one great advantage, 
and that is the fact of remaining in a better liquid position, 
thus permitting a more flexible operation. 
Balance Sheet Advantages. 
Leasing, briefly, is the renting of an object. 
Therefore, the only indebtedness that has been incurred is 
the periodic rental payment. Balance Sheets are a listing 
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of the assets and liabilities of a company. Therefore, the 
only liability under leasing is the periodic payment which 
would be listed under the current liability section. The 
company would have access to the newest in building and equip-
ment, allowing them efficiency of operation while not incur-
ring a large amount of fixed debt. When fixed debt is in-
curred, balance sheet ratios used by creditors and prospec-
tive creditors in evaluating the extent of risk in allowing 
credit or loaning money to this company are affected. Leases 
are footnoted on the balance sheet however, in small print 
and in an obscure section. This advantage is one of seconda-
ry importance however, and also of doubtful real value. As 
pointed out in my interviews, the professional investor to 
whom a company must go for substantial financial aid, would 
be aware of these facts, and therefore their effect would be 
taken into consideration. If the company had just expanded 
into new quarters and had installed new machinery with no in-
dications of change on the balance sheett the professional in-
vestor would know that leasing has been undertaken and will 
ask for the terms of such leases . Of course, where dealings 
are carried on with a non-professional investor, this advan-
tage does remain. This would allow a company to obtain more 
efficient equipment with no capital outlay, and perhaps ob-
tain credit by having the lease not affecting the balance 
sheet . 
Equipment can be used for short periods. 
Equipment can be used for short periods with no cap-
ital outlay. This advantage is much the same as that already 
presented earlier and is mentioned here because it shows the 
flexibility of this form of financing. Equipment can be used 
for short periods of time for special orders and then returned, 
requiring no capital investment. This ties in with the theory 
of obsolescence, thus making an unprofitable situation prof-
itable, as profit comes from the continued use of any equip-
ment . The flexibility is shown here in that the firm has the 
use of the equipment and the rental charge is a fixed figure 
which can be figured into the cost of the special order, thus 
allowing for a known cost and making for a more profitable 
operation. 
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Simplifying the capital structure. 
The capital structure is the amount of ownership 
capital and debt capital that has been invested in the busi-
ness. This is shown in the balance sheet. Therefore, this 
is closely allied to the previously explained balance sheet 
advantages, however in a more detailed form. Most investors 
use a rule of thumb, requiring a certain percentage ratio of 
ownership and debt capital in testing the solidarity of the 
company. Ownership or equity capital is represented by capi-
tal stock and management invested capital, and debt capital 
as that capital invested by outside interests which have to 
be repaid. If the company is a large one and has access to 
the large stock markets - by that I mean that the company 
could profitably float a stock issue at its convenience -
then this advantage is of secondary importance. Since this 
thesis is being geared to t he smaller company which cannot 
go into the market and is restricted in the amount of capital 
which it can muster, then this becomes of utmost importance. 
The ratio of equity and debt capital to such a company needs 
constant attention. If this company finds itself at the 
point where more debt capital would overload the capital 
structure with debt, and expansion is necessary in order to 
keep pace ~ith the industry, this company may find itself in 
a difficult position to borrow money due to its credit posi-
tion. If equity capital was impossible to obtain in this 
21 
case, the company would have to either forego the new inno-
vations, pay an extremely high interest rate, or revamp its 
capital structure which would take much time and money . If 
the equipment could be leased, these ratios would be unaffect-
ed. Debt capital is also usually secured to some asset by a 
mortgage loan. With expansion, these mortgages grow, and it 
is not uncommon to find three or four mortgages with approxi-
mately the same name, thus making the balance sheet more and 
more complex . The existence of these mortgages renders it 
more difficult for the company to secure future capital. 
Leasing again would eliminate the mortgages and allow for a 
relatively simple balance sheet and capital structure. 
Leasing offers 100% financing. 
Leasing and bank financing have various differen-
ces, one being that a bank will only lend from 66 2/3 to 75% 
of the total valuation of the property, while also requiring 
compensating balances to be kept,further lowering the amount 
loaned. Leasing by its conception allows 100% financing. The 
company obtains the equipment or machinery for no capital out-
lay and pays a rental fee periodically. This would allow the 
lessee to finance the entire amount, while under a bank loan 
some of his Olin capital would have to be used. There are 
times when this is not true. However, they are not in the 
field of equipment leasing. When a promoter wants to start a 
shopping center, he must go to a large investor, such as an 
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insurance company,ta receive the initial lease for building 
the center. He then leases the stores to markets who receive 
a 100% lease . The promoter, however, will not receive a 100% 
lease on the total valuation of the property. The average 
insurance company will only lend up to 75% of the property. 
However, for the individual store the leasing system allows 
for complete financing . Therefore, leasing allows for com-
plete financing when done from a leasing company or an agent, 
but not from the initial leasing source. The advantage to 
t he lessee is obvious and ties in with the releasing of work-
ing capital which has already been discussed. 
Income Tax Advantage. 
One of the most publicized and admitted advantages 
of leasing is its income tax advantage. I n this modern per-
iod where income taxes amount to a substantial charge against 
earnings, any method of financing which can substantially re-
duce these charges is much in demand. The primary advantage 
lies in the fact that the entire rental fee can be deducted 
from income, and not simply the interest and depreciation per-
centage which had been allowed. Some experts say that the 
taxes are not saved but postponed. This happens because the 
items can be written off by depreciation, but over a longer 
period of time however, leased equipment depreciates more 
rapidly than purchased equipment, thus allowing a company 
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more rapid depreciation under leasing. With this accelera-
ted depreciation and increased charges to expense, naturally 
the revenue received by the government through taxes is less. 
Therefore, the government has been searching for loopholes 
in the leasing system in order to treat leasing agreements 
much the same as conditional sales agreements. There is very 
little mixup as to the legality of a lease if the lease has 
no equity accumulation paragraphs . If the lessee holds the 
lease for a specified period of time and then returns the 
item to the lessor, the Internal Revenue officials have no 
restrictions as long as the rental payments do not materially 
exceed the fair rental price . Much of the real advantage in 
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the earlier leases came when the initial term of the lease 
had expired and the equipment or leased item could be pur-
chased at a nominal price . These purchase options have be-
come very important because under certain conditions, these 
options have changed leases to conditional sales agreements 
in the eyes of the Internal Revenue officials, thus eliminat-
ing the tax advantages. Section 162 (a) (3) of the 1954 In-
ternal Revenue Code indicates that any expense deduction is 
authorized for : 
Rentals or other payments required to be made as a con-
dition to the continued use or possession, for purposes 
of the trade or business, of property, to which the tax-
payer has not taken or is not taking title, or in which 
11 he has no equity. 
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Purchase options have been the point of resistance 
when nominal purchase options were used. This would indicate 
to the I nternal Revenue officials that equity had been aocu-
mulated, therefore making it a lease in name only, and its 
being treated as a conditional sales contract. In order to 
go around this, leases have been written with no purchase op-
tion clause included, therefore in their estimation, elimi-
nating this risk . In these cases where the rates have been 
increased to allow a faster write-off and a subsequent larger 
charge to expense, the I nternal Revenue has again stepped in 
and stated that if the rental charges materially exceeded t he 
fair rental charge, that equity was being accumulated and 
these leases would be considered as conditional sales con-
tracts . The only safe way that options can be used and not 
materially affect the lease is if t he option price at the time 
that the option is exercised , represents the f air market price 
of the item. The problem as was shown, is if equity has been 
accumulated. Paragraph #1 of t he Uniform Conditional Sales 
Act defines as a conditional sale: 
"A:ny contract for the bailment or leasing of goods 
by which the bailee or lessee contracts to pay as 
compensation, a sum substantially equivalent to t he 
value of the goods, and by which it is agreed that 
the bailee or lessee is bound to become, or has t he 
option of becoming t he owner of such goods upon full 
1 2 
compliance with the terms of the contract." 
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Revenue rUling 55-540 Section 4.01 has a listing which shows 
vThich items in options have been and will be considered as 
conditional sales contracts if one or more of the following 
conditions exist: 
A. Portions of the periodic payment are made speci-
fically applicable to an equity to be acquired by 
the lessee. 
B. The lessee will acquire title upon the payment of 
a stated amount of "rentals" which under the con-
tract he is required to make. 
C. The total amount which the lessee is required to 
pay for a relatively short period of use, consti-
tutes an inordinately large proportion of the 
total sum required to be paid to secure the trans-
fer of the title. 
D. The agreed "rental" payments materially exceed the 
current fair rental value. This may be indicative 
that the payments include an element other than 
compensation for the use of the property. 
E. The property may be acquired under a purchase op-
tion at a price which is nominal in relation to 
the value of the property at the time when the op-
tion may be exercised, as determined at the time 
of entering into the original agreement, or which 
is a relatively small amount when compared with the 
total payments which are required to be made . 
F. Some portion of the periodic payments is specifical-
ly designated as interest or is otherwise readily 
recognizable as the equivalent of interest.l3 
These items show that the Internal Revenue has tried to stop 
some of the loopholes which were being used by some companies. 
In recent litigation there have been various changes in the 
thinking of the Internal Revenue which has been a big boost 
to the leasing industry. The principle of Intent is now be-
coming more important than the economic effect of the transac-
tion. The principle of intent was set forth effectively in 
an oft-quoted case, that of H. T. Benton, 197 Fed. 2d 745, in 
which the Circuit Court said: 
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"Whether '\fhat is in form a lease is in effect a condi-
tional sales contract, depends on the intention of the 
parties. If the parties in good faith actually intended 
to enter into a lease contract, then the taxpayer, up un-
til the time that he exercised his option to purchase, 
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acquired no title to or equity in the property." 
This is the reasoning which has been coming into more constant 
use by the government and is based on the reasoning found in 
Judson !.fills, 11 T. c. 25 and Truman Bowen, 12 T. c. 446, 
v-rhich follows: 
From the beginning of equipment leasing, leases have 
been written for terms which may be materially shorter 
than the normal depreciable life of the equipment. 
Usually, payments made by the lessee during the basic 
term cover the lessor's quoted purchase price for sim-
ilar equipment. Thus, it is quite understandable that 
the government may find its tax revenues reduced as 
these deductible expenses are increased. But if a le-
gitimate business purpose is served through equipment 
leasing of this nature, is it proper for the govern-
ment to deny the rental deductions? This question is 
complicated by the fact that the government does not 
view tax deferment as a legitimate business objective. 
From the standpoint of the lessee, there may be excel-
lent reasons for utilizing a short term lease. Such a 
lease may be matched to the terms of certain contrac-
tual work. Or the lessee may view his rental contracts 
as a substitute for accelerated amortization of facili-
ties. lihile the higher pre-tax charge-offs may distort 
income statements, the company may feel that it shoUld 
generate as much cash as possible , thus maintaining the 
integrity of its purchasing power in an inflationary 
economy. 
On the other hand, the lessor may prefer the shorter 
lease because his capital can be recovered sooner, 
thus reducing financing costs. A shorter lease re-
duces risk of obsolescence on equipment returned from 
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rental. Leased equipment usually depreciates faster 
than owned equipment, so lessors try to make the ba-
sic lease term shorter than the normal depreciable 
life of the equipment . If a lessor were restricted to 
a maximum income from rented property which would not 
"exceed the depreciation and value of the property", 
there would be few entrepreneurs willi~ to distribute 
equipment in this way. The word "value' could be sub-
ject to many and varied interpretations. Thus, the 
varying objectives of lessor and lessee, the need for 
individual discussion and negotiation of leasing con-
tracts. When it is clear that the contracting parties 
intend to lease, not to transact a sale, it would seem 
improper for the Internal Revenue Service to attempt 
to reduce or disallow the rules published at this time 
which give little indication that this viewpoint is 
acceptable to the government. 15 
The increased use of this viewpoint is giving leasing a much 
broader field of movement and is allowing leasing to be of 
increased use as a financing tool. 
Net Cost. 
The net cost theory makes use of alternate invest-
ments. There are many uses for cash, one being the outright 
purchase of equipment. Cash can also be used for expansion, 
working capital or outside investment. The net cost theory 
states that equipment should be financed if the income from 
these alternate investments is greater than the financing 
charges of the same equipment. The cost of an item, there-
fore, is dependent on the alternate uses for the available 
capital. An example is shown in Chart #2. The last column 
shows the amount of money which would have been saved if the 
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equipment had been financed rather than paid for in cash. 
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As has been explained, leasing has definite advantages. How-
ever, as should be planned out, it also has drawbacks. In 
the following paragraphs I will discuss some of the major dis-
advantages: 
1. Ownership is retained by the lessor. 
This feature has dubious value in some respects and 
great importance in another. Years ago, there was a certain 
pride in ownership, and during this time leasing was natural-
ly at a standstill . During the present generation this pride 
has changed from ownership to use. Businessmen do not nec-
essarily care who actually retain title as long as they are 
able to use the item to their discretion. Actually title is 
only a bookkeeping entry which is only kno1in by the interes-
ted parties and has no economic effect outside of the busi-
ness. In this sense this disadvantage is of doubtful signi-
ficance. 
In the other sense, the lack of obtaining title is 
important. If the business has purchased the equipment for 
a specific motive and for some reason the expected develop-
ment failed to materialize and a loss is being incurred, the 
company can sell its investment at any time and accept what-
ever price the market will bear. If this equipment was under 
a lease, the company would be tied down and unable to sell at 
an appropriate time in order to eliminate future losses. In 
this case, leasing ties down a company for the terms of the 
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lease and does not allow freedom of movement as does owner-
ship. As in renting a home, no matter how many payments are 
made, there is absolutely no portion of ownership, thus psy-
chologically giving a mental drawback. However, in business 
this may be of dubious value but the lack of freedom has ob-
vious value and can be of serious consequence. 
2. Cost is usually higher. 
The idea of actual dollar cost and net cost must be 
explained, as was done previously, as this is where compari-
son must be made. Under leasing, capital is freed allowing 
for outside investment, while capital is used during purchas-
ing, thus eliminating any outside investment. When an item 
is purchased, available capital is spent, but when paying 
with cash, usually discounts are available and a better price 
can usually be obtained through bargaining. When leasing is 
used, bargaining is not an issue, therefore the basic price 
is higher. Depending on the type of lease, either net or 
gross, the lessor has certain expenses which must come from 
the lease terms. The leasing company must also have a cer-
tain rate of return on its capital, which further adds one 
to the leasing cost. It is obvious for this discussion that 
the actual cost of leasing is higher. By that I mean, the 
out-of-the pocket expenses are more. At this time we are not 
interested in the net cost as this was discussed in a previous 
chapter. The actual out-of-the pocket expense is larger, and 
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over a period of years, if alternate investment is unprofita-
ble, this would be a definite disadvantage. 
3. Future payments are due. 
When leasing is used and capital reserved, natural-
ly future payments are due on the lease. These payments are 
due each period and, therefore, must be continuously kept in 
mind by the lessee, making sure that he has sufficient liquid 
capital on hand to meet these obligations. The advantage go-
ing to purchasing, as no future payments are needed allowing 
the use of the liquid funds. This is a very definite disad-
vantage as a certain percentage of liquid assets must be re-
served at all times for these payments. 
4. Allows for financial mismanagement. 
Under leasing, very little capital is needed to 
permit expansion and the problem is always present of over-
expansion. This is possible and can cause financial misman-
agement. As explained in previous chapters, leasing requires 
periodic payments from current assets in order to keep the 
equipment obtained through the lease. Most of a company's 
production is geared to this equipment and without it, future 
production is impossible. If income should be curtailed for 
an extended period and over-expansion has been achieved 
through mUltiple leases, liquid funds may be lacking to meet 
these periodic payments, therefore permitting financial dif-
ficulty. This seemingly free equipment can disallusion an 
executive and permit dangerous expansion that would be impos-
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sible under a purchase contract, as capital would be necessa-
ry in order to obtain the equipment. Leasing has been ex-
plained as to its advantages and disadvantages. Now it is 
important to consider when leasing is used and how leases are 
operated. Leases are used when certain assumptions are taken: 
1. Additional capital is needed but present capital 
can be put to better use than in fixed assets. 
2. Leasing is the best way to secure this capital. 
As has been stated, leasing is used when capital is 
short or is being used for some other purpose. Later in this 
thesis, direct purchasing and debt financing will be discussed, 
showing the differences in the two devices and explaining the 
effect of the second assumption. 
Leasing is a direct agreement between the two par-
ties and is originated by the lessor. In most cases, the 
lessee will desire a certain product or item and will con-
tact a lessor who will furnish the item and originate the ac-
tual leasing agreement. Leasing is usually done by insurance 
companies, savings banks, real estate companies and profess-
ional leasing companies. The insurance companies, banks and 
real estate companies normally take the large leases, such as 
large buildings, shopping centers, etc., and leave equipment 
leasing to the leasing companies. 
Terms of Leases. 
Naturally, terms of leases differ with the type of 
items leased. Usually the lease is written for a shorter 
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time than the depreciable life of the property. In this case 
we are eliminating the leasing of a product for an extremely 
short period, such as an automobile for a day. However, the 
same idea still remains at a smaller scale. 
This study is mainly interested in equipment and 
building rentals. Since all leases are different and for va-
rying times, in this section I am going to give only a gener-
al description of the average lease, explaining terms and set-
ting the ground work for leasing. In the second section the 
average terms in leasing the specific items will be compared 
with the alternate methods, such as the buildings and equip-
ment financed through leasing or a mortgage loan. Normally 
speaking, there are three main sections to a lease outside of 
the restrictions which may be added to curb t he lessee which 
are usually frequent. They are the rate, the renewals and 
their rates and purchase options. The rate of a lease is the 
percentage financing rate at which the equipment is being 
leased. In the example in Chart #2, this rate is 5i%. This 
closely coincides with and is associated with interest. The 
initial rate is for the minimum period which is called t he 
basic term of the lease, and must include periodic payments 
which will fully pay for the equipment and also pay for the 
financing charge which, in turn, is the return on the capital 
employed by the lessor. The basic term may be fairly short, 
and to protect the lessee there are usually renewal options 
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stated in the basic lease which allow the lessee to renew his 
lease for a definite period of time if he so desires. These 
renewals are usually for a shorter time than the initial term 
and are issued in multiple units. The financing rate for the 
renewals is also usually substantially less than for the ba-
sic lease. As the equipment has been fully paid for, any 
more rental for the lessor is completely profit. An example 
would be, equipment is leased for five years at a rate of 6%. 
It carries seven one-year renewal clauses at a rate of 5%. 
Purchase options are important and listed in the 
lease. However, the danger has already been explained making 
the option price most import ant. The option price must be 
geared to the market price of the same item at the time the 
option is going to be exercis ed, thus covering the Internal 
Revenue statutes. This fact has eliminated a great deal of 
the advantage of the purchase option, as companies were pur-
chasing on option, equipment with a fairly reasonable value 
not fully depreciated by normal means for a nominal fee. 
This had allowed a company to depreciate an item 
over a shorter period of time than allowed by the Internal 
Revenue Service and still be able to own t he item at are-
duced cost after this depreciation had taken place . 
Sale-Leasebacks. 
Sale-leasebacks, as the name implies, occur when a 
firm sells land, buildings, equipment or its combination, to 
a leasing institution, and then obtains use of the same equip-
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ment by means of a lease. This allows a company to build or 
purchase to its specifications and at its price, then obtain-
ing use of the items without investing any funds in fixed as-
sets. A major point which gave this form a boost was the 
fact that land could be capitalized as well as buildings and 
equipment. Under all other forms of financing, buildings and 
equipment may be depreciated but land cannot be depreciated. 
This fact has allowed a larger charge to income, thus reduc-
ing the taxable income. This type of financing is not used 
at the present time to any extent. During my interviews with 
executives in insurance companies who were the main lenders 
in this form, they said that the law governing income received 
through these leasebacks has been changed. 
All of the income must be stated as taxable income 
by the insurance companies, even that distributed for real 
estate taxes and like matter which had not been necessary in 
the past. This was money on which the insurance company made 
no profit but now was included on the base upon which it had 
to pay its own. A negative response was given by all ques-
tioned on the advantage of this type of financing under these 
present income tax laws. Another drawback was the fact that 
it was difficult for a small operator to obtain this form of 
financing, thus limiting its use to the very large. 
Purchasing. 
Purchasing an asset is a common everyday occurrence. 
Cash is expended and the product or item is transferred with 
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title to the purchaser. The definition of a sale is: "Ac-
quiring all future assets by ownership". Purchasing, in this 
case, has a wide connotation, that of cash transactions, in-
stallment credit sales, secured credit sales, conditional 
credit sales and debt financing . The first four classifica-
tions will be treated as one, while debt financing will be 
treated at the end of the chapter . Assets may be of a mate-
rial nature or a service. However, the same circumstances 
are present when analysing the various advantages and disad-
vantages. 
Advantages of Purchasing. 
Ownership: 
This is probably the greatest single advantage to 
this method. Ownership not only renders the owner a sense of 
pride but also, and more important, allows him free movement 
of the item. Under other methods where ownership is not pres-
ent, the lessee always stands the danger of losing the item, 
and if the operation should prove to be an economical failure, 
liquidation at any time is possible, not just at the end of 
the lease. Under a cash purchase, the transfer of title is 
immediate, whereas under the other methods, title is only 
transferred after all the conditions of the sale are comple-
ted . This shows why this advantage is only present after 
title has passed hands, making freedom of movement possible. 
Normally lower cost: 
When cash can be used for a purchase, the cost of 
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the item is always less. Discounts can be taken, bargains 
can be made and no finance charges must be included. Leas-
ing and cash purchasing are opposite ends of the pole while 
the center is taken up by the number of installment and con-
ditional sales contracts. If many installments are due, then 
each installment will be relatively small, but the finance 
charges will be higher. The same is true in reverse. The 
actual money cost will be less than in leasing, no matter 
which type is used and the net cost may or may not be less, 
depending on the availability of alternate investments. The 
more rapid the complete amount is paid, the less is available 
for outside investment. Another point which must be consid-
ered is the salvage value. This would also reduce the cost 
of the item. Cost however, will be treated at the end of 
this section in more detail. 
Effect on the balance sheet: 
When any type of purchase agreement is entered into, 
the effects are immediately visible on the balance sheet and 
show management in which direction the company is traveling. 
If cash is expended and put into fixed assets, the current 
position is curtailed and funds may be necessary for current 
expenses, but these conditions are immediately visible, while 
under leasing, the total debt is not listed, therefore not 
showing the entire picture. 
Retain undiluted ownership: 
The executives of a company may want to invest in 
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new equipment but also retain undiluted ownership of the com-
pany. This is only possible when a complete sale is transac-
ted. Any other method would have creditors present and if fi-
nancial difficulties should occur, management could lose own-
ership. Stock issues are an easy method of obtaining funds, 
however, the ownership is diluted by the number of stocks is-
sued. This is usually of more importance to a small company, 
as management is usually the largest single stockholder. 
Allows a moderate reduction of debt or retention 
of capital: 
When conditional or installment purchases are made, 
the full amount of the purchase need not be fully expended at 
one time but over a period of time, thus allowing freed capi-
tal for alternate investment. This advantage varies directly 
with the length of the conditional purchase. When the length 
is long, this contract is much like that of a lease, excepting 
the down payment which is not present in a lease. 
Salvage value after use: 
The salvage value of an item is usually not great, 
but can be important in determining the actual cost of an 
item. This will be covered more deeply in the discussion on 
cost. The salvage value is a type of hidden savings as this 
value is left after the item has been depreciated while under 
leasing, even though the total price has been paid. Since 
the title has not passed to the lessee, no right to the sal-
vage has been passed ·either. This value is taken by the leas-
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ing company and is an extra profit angle to them. 
No later payments are due: 
When cash is used for a final sale, there are no 
future payments due. Therefore, there are no future charges 
against income, thus relieving the company of burdensome 
charges against future income and a possible threat to the 
financial stability of a company if economically lean times 
are endured. These facts are not true when conditional and 
installment sales are made. These systems have the same dis-
advantages of the leasing system, the only difference being 
that at some time in the future, these payments will stop and 
title passed on to the purchaser. 
Disadvantages of Purchasing. 
The disadvantages of purchasing are many but again 
depend on the type of purchasing agreement which is used. 
Cash must be expended and credit may be taken up. 
Since down payments are a part of purchasing agree-
ments, capital must be expended. The amount of capital varies 
with the type of contract. However, the current liquid posi-
tion must be affected. If the company has a strong liquid 
position, there is little damage that may be done. However, 
if the current position is weak and the company has extended 
its credit to its limit, then financial trouble may be in the 
making. Not only will a company have used its liquid funds , 
but it would also have damaged its capabilities of obtaining 
credit. This could be harmful, as most industries depend on 
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credit for the regular operation of the business. If this 
crutch is taken away, the operation of the business could be 
seriously impaired, thus reducing the efficiency of the opera-
tion which is the heart and most important element in the 
business. 
Obsolescence. 
This factor has been explained previously and is 
most important in volatile industries, mostly in manufactur-
ing. If any item is purchased and immediately afterwards a 
new or greatly improved model is invented, the firm cannot 
change to the new system as rapidly as under the leasing sys-
tem. The company would have to wait until the depreciation 
had sufficient charges levied against income, thus limiting 
the loss which would be taken if the item were sold at a dis-
advantageous time. 
Cost of servicing and upkeep. 
When items are owned, the owner accepts the respon-
sibility of its upkeep and servicing. This can be an impor-
tant item as was explained in the preceding chapters. In 
many industries, maintenance is one of the largest factors in 
the operating expense, as servicemen must be kept even though 
they are not always needed, or frequent mechanical breakdowns 
may add sufficient cost to the product, thus making a substan-
tial charge to income, which may not have been figured into 
the cost of the product. 
Unfavorable restrictions may be placed on the firm. 
When equipment is purchased on a conditional sales 
arrangement, restrictions may be placed on the company to in-
sure the continuance and completion of the sale. This is es-
pecially true when loans are obtained from a financial insti-
tution. Many of the assets may be frozen, availability of 
future debt restricted, and possibly a representative from 
the institution will be put into top management. These moves 
naturally curtail the company in future moves, especially if 
the time is favorable for expansion. Much assistance is re-
ceived, on the other hand, when these representatives are 
placed with the company, as these men are experts and are in-
terested in the well-being of the company as is management. 
The main point of these restrictions is to put a limit on 
the operation as a safety factor for both sides, and these 
goals are attained. 
Capital structure is complicated. 
The capital structure is made more complicated by 
the existence of conditional sales contracts, especially if 
they are secured by collateral. Future payments must be con-
sidered as they are charges against future income. This dis-
advantage is mostly true when debt financing is used, and 
this will be considered in the following chapter. The exis-
tence of these future payments and the inclusion of extra 
debt does, to a certain extent, weaken as well a s complicate 
the capital structure. 
41 
Debt Financing. 
Debt financing is the borrowing of money for the 
accomplishment of the business goals. This can be short or 
long term, long term being over five years. When funds are 
borrowed in order to purchase land, buildings or equipment, 
the amount is usually large and for the smaller operator must 
be secured by collateral. When collateral is necessary, the 
assets of the corporation are tied up and t his limits the 
freedom of management. In this case, liquidation is almost 
impossible without a total loss of the investment. Advan-
tages are naturally obtained, as the company need not spend 
its present free capital, but can use it f or specialized pur-
poses. Naturally, the capital position is weakened by t he 
amount of debt that is incurred. The limit of debt to equity 
which was mentioned previously, comes into i mportance here as, 
if too much debt is obtained at the initial period, the bor-
rowing capabilities of the company are seriously impeded. 
The capital structure in this case can become a 
mass of mortgages, liens and installment payments, causing 
caution on the part of future creditors. If multiple mort-
gages are incurred, this condition is aggravated. However, 
this is not likely in a company without a large equity re-
serve. Debt financing therefore, provides many of the advan-
tages of leasing and installment purchases, however i n a mod-
ified form. If long term debt financing can be obtained, the 
difference in this and a lease is slight and may, for all prac-
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tical purposes, be in the fact that ownership is obtained af-
ter the term, while ownership is doubtful under a true lease. 
In the shorter term, it is much the same as a conditional 
sales contract, with exception being that in the conditional 
sales contract, the sale is guaranteed by the item itself, 
while under a mortgage loan, the guarantee is backed by the 
general credit rating of the company. If used to a conserva-
tive degree, debt financing is advantageous, as it provides 
leverage to the equity capital and properly used, can great-
ly enhance the earning power of such capital. 
Every capital structure should have some debt. How-
ever, the extent should be carefully watched so as not to im-
pair the borrowing capacity of the company. Non-financial 
factors are also incurred, as the lending institution has ex-
perts in the various fields and will offer assistance, as the 
success of the borrowing company is of interest to the lender . 
Debt financing in this thesis does not include the 
issuing of bonds or various types of preferred stock, as these 
methods are employed by only the large organizations with ac-
cess to the public market. This type of financing has its 
own particular problems with regard to the subscription of 
the issues, such as the current interest rates, condition of 
the market at the present time and expected future develop-
ments, the number of debentures being issued at that time, 
amount of excess funds in the hands of investors, and the 
general business cycle of the company and industry. If the 
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acceptance of the issue is unfavorable, the company must make 
changes, thus making it less profitable and expending time 
and money which could be at a premium. 
A quick glance into the reasons for issuing bonds 
will show the basic reason for bonds or debt financing and 
will shed light on why small companies could use short term 
mortgage financing to meet many of these same goals. The 
only items which could not be used by a small company are 
items 4 and 5. These reasons are as follows: 
1. Invested capital must be supplemented by debt 
capital. 
2. Tax advantage on the long term debt. 
3. May increase earning rate of equity securities 
through leverage. Leverage is the cost of bor-
rowed funds and their returns. If the returns 
exceed the cost, the earning of the equity capi-
tal has been enhanced. 
4. When the capital market is favorable to bonds. 
5. To refund outstanding bonds. 
6. Keep control. 
Debt financing, therefore, is a hedge between the 
lease and outright purchase. Its advantages and disadvantages 
are the same, but in lesser degree. Cash must be expended as 
the total amount needed can never be obtained. Lending insti-
tutions lend approximately 75% of the total value. However, 
the total amount of the purchase price need not be paid at one 
time, thus a hedge between expending no money and the total 
price is achieved. It is also a method of maintaining con-
trol of the business as no outside equity interests are in-
volved • 
.Q.Q.tl. 
Since cost is an important item in determining the 
profitability of an industry, it is of importance for us to 
discuss the major factors in determining the actual cost of 
an item. The selling price of an item is determined by the 
cost of the item. The same is true in relation to financing. 
If one system presents a much larger cost than another, it is 
safe to imagine that, all other items remaining equal, the 
company will take that offering the lesser cost. The cost of 
an item is not simply the dollar amount of the price tag. 
There are many other items which must be taken into consider-
ation. In a comparison of costs under the t'liro major systems, 
"the price tag" cost and the periodic payments extended to 
the maturity of the lease are not the only factors of inter-
est. The follo1-1ing is a list of these other considerations. 
1. Price tag cost: 
The price tag is naturally one of the most impor-
tant factors in determining cost. This is the figure at 
which the item may be purchased for cash. There may also be 
cash discounts and discounts for purchases put through a cen-
tralized buying agency. An example would be: A discount of 
5-3-3% is available to independent super-market operators 
45 
buying National Cash Registers through a dealer having an ac-
count with Biddle Inc. of New York. These discounts are all 
a part of the cost when cash is used. 
2. Interest which must be paid if time payment is used. 
When a time payment is used, naturally finance char-
ges or interest will be charged. This interest must be added 
to the price tag cost, also any discounts which are lost must 
be included, depending if the comparison is being made on a 
gross or net cost basis, gross costs being before discounts. 
3. Amount of lease extended to its maturity. 
In leasing, the lease is usually presented as a spec-
ified periodic payment . Therefore, this payment must be ex-
tended to the maturity of the lease to find the total cost. 
This cost will include the purchase price of the equipment , 
plus a financing charge. If a gross lease is used, this to-
tal is the total amount. However, if a net lease is used, 
the lessee must also pay the repairs, maintenance, insurance 
and taxes. These items must therefore be included in the cost. 
4. Amount of pre-paid rental. 
In leasing agreements, it is not uncommon for a leas-
ing company to require one payment in advance and the other 
payments on time, therefore shortening the maturity period 
by one payment. This advance payment is considered to be the 
final payment. These facts must be taken into consideration 
as the funds used in this pre- payment could be used for other 
investments. 
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5. Alternate uses of funds. 
This factor has been highly publicized as one of the 
major advantages of leasing. If cash is used, there are no 
funds available for alternate investments. If a time payment 
or lease is used, the down payment or pre-payment is in cash. 
The rest is still available for outside investment. The main 
areas of alternate investments are investments in marketable 
securities, expanding the business or internal uses. Funds 
used for working capital uses in some fields, are said to re-
turn 30% if turned over rapidly. Other alternate investments 
would render a lesser amount. If the available funds can be 
used to render a higher rate of return than must be paid out 
in interest, then the alternate investments are profitable 
and are a substantial factor in the determination of cost. 
The danger lies in the fact that the expected rate of return 
does not always present itself, therefore upsetting the ex-
pected outcome. 
6. Salvage value of equipment. 
The salvage value of equipment is a factor which 
has little direct value at the time of purchase but which is 
of value when the useful life has been absorbed. This is a 
type of savings or bonus whose dollar amount must be consid-
ered at the time of purchase. This amount can be found 
through tables which show the present value of a certain 
amount due in the future. This is definitely a prime fac-
tor in determining immediate cost. 
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7. Life of the equipment and its depreciation rate. 
The Internal Revenue Department has realized this 
problem and has allowed accelerated depreciation on certain 
items of equipment . There are various methods of deprecia-
tion, all allowing a different amortization period. These 
are shown in the study of equipment purchasing later in the 
second section. If the depreciation rate is more rapid than 
the useful life of the equipment, larger charges may be made 
to immediate profits, thus reducing the taxable income, and 
in a roundabout way, reducing the cost of the item. This al-
so reduces the advantage of the lease program tax wise. Busi-
ness has always welcomed a more rapid depreciation schedule, 
allowing a faster write-off against income . 
8. Tax Advantage to leasing. 
This has been explained previously and has the same 
advantage as #7 above, allowing a faster write-off of equip-
ment, thus reducing the taxable income. All rental payments 
are tax deductible. Therefore, a cost saving is incurred. 
9. Interest on money if not spent . 
This is closely allied to the alternate investment 
theory. If the funds which were spent when cash was paid 
for the equipment, were deposited in a bank, interest would 
be received. Therefore, by purchasing with cash, this inter-
est would be forfeited. 
10. Non-financial factors . 
Non-financial factors must also be considered, such 
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as the guidance by the lender and the inroads into new money 
markets obtained by some investments. The guidance factor 
has already been discussed. However, if new sources of funds 
can be found, the company has that extra satisfaction that 
more funds will be available to the company in case of neces-
sity. 
These are all items which must be considered in 
determining the cost of financing through the various methods. 
This study will be used in the second section when the differ-
ing alternatives are presented to this operator. 
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This section will be a case study of a small inde-
pendent grocer determining to himself the best method of fi-
nancing his expansion. 
Background: 
This grocer presently is doing a business of approx-
imately one million dollars per year and employs about thirty 
people, part and full time. This business has been operating 
for thirty-five years, and has grown from a one-man store to 
its present size in steady gradual steps. The present store 
was built with a comfortable capacity of slightly more than 
one-half million dollars annual volume. The store therefore, 
is operating beyond its comfortable limits. Business and prof-
its are good, even under the bombardment of increased competi-
tion, both by the large chains and independents. Expansion 
17 therefore, is deemed necessary in order to keep pace with com-
petition which is constantly building new larger super-markets. 
After studying the business conditions, this grocer has decid-
ed that a market twice the size of the present store, fur-
nished with the newest, most modern equipment, would be nec-
essary to accomplish his goals. 
Since the business has always been a profitable 
venture, there is a backlog of money available in liquid as-
sets, sufficient to pay a substantial amount of the new struc-
ture, or be used as working capital plus a payment on the 
principal structure. He has also had the highest credit ra-
ting available for his capitalization ever since the business 
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began. Therefore, he can and has borrowed from local finan-
cial institutions. This grocer, therefore, is in an extreme-
ly strong financial position with excellent credit and a rep-
utation of honesty and fairness. 
Expansion: 
When grocers, as any other businessmen, decide to 
expand, this decision is based on certain assumptions, the 
main one of which is the fact that profits will be greater. 
Little is gained if someone is able to double his business 
while profits remain the same. The only advantage that might 
be gained, besides the fact that he must work harder, is that 
he may be able to keep pace modernization wise with competi-
tion. Since profits are sought, there are three basic meth-
ods of increasing the profit percentage through expansion or 
a more efficient operation. They are: 
1. Increasing sales volume with a lesser increase in 
~. 
Most businesses have a basic percentage of profits 
per dollar of sales. This varies with the type of business 
and the annual volume done by the particular business. Usu-
ally sales can be increased in an efficient business with a 
lesser increase in cost, as the fixed costs remain stable and 
the variable costs do not change substantially. An example 
would be: If a store had ~ive employees doing $500.00 busi-
ness per week, if the business was doubled to $1,000.00, the 
employees would probably only have to be increased to seven, 
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therefore reducing the operating expense ratio. Another fact 
is that the extra help need not be expensive help as the pres-
ent employees will naturally know the operation and just need 
fill-in assistance. Most businesses also very rarely run to 
capacity and the existing employees can handle a substantial 
increase in business with no added assistance. Since the 
fixed costs, land, buildings, lights, heat and taxes do not 
change, and since these items make up the largest portion of 
overhead, the more volume which can be done with these items, 
the less will be percentage charged to each section. There-
fore, if volume can be increased and costs held below the 
average profit percentage, the outcome will be an increase 
in profit. 
2. Reducing costs. 
Many developments can be introduced, such as auto-
mation which can reduce costs while keeping volume at a con-
stant figure. Since profit depends on the workings of vol-
ume and cost, if cost can be reduced, profit will increase. 
In modern markets and manufacturing companies, labor saving 
devices are installed and the layout of the company is such 
that time and energy can be saved. When labor was inexpen-
sive, these items were not of such importance. However, 
most of the savings in cost in most super-markets will come 
in the labor saving area. 
3. Reducing capital employed. 
One of the most important ratios used by manage-
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ment in evaluating the efficiency of his business is the 
amount earned on his working assets. His working assets 
would be the capital which he has in the business. If this 
business can be pushed to return more on the same capital, 
these profits will rise. Another important point is the 
amount earned on the borrowed assets. This is important 
because if more can be earned on the assets than must be 
paid in interest for them, then a profit is obtained through 
their use. The equity assets or invested capital can be aid-
ed by the use of debt or borrowed funds through leverage, 
which has been explained earlier. 
When any new proposals are being considered by 
businessmen, these three items or an analysis of profits is 
always made. There are also problems of expansion which 
must be considered. The plant or market will be larger and 
more expensive, therefore requiring a substantial capital 
investment, plus the importance of protecting this invest-
ment through insurance. The operation in itself will be 
larger, therefore necessitating the turnover of larger a-
mounts of inventory and the use of a larger amount of money. 
This will necessitate a tighter, more closely knit organiza-
tion with increased supervisory responsibilities. With a 
larger operation, it is necessary to have more money avail-
able in the store, thus posing the problem of the availa-
bility of such funds and their safeguarding. More employ-
ees will also be needed, some of a supervisory nature, some 
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skilled and others of a non-skilled nature. The availabil-
ity of these personnel is important and the amount which 
must be paid for them is also an important item. The fu-
ture business is also a gamble . Since most of a business-
man's funds are spent in the expansion, if the expected cash 
flow does not materialize, financial difficulties could be 
present. 
Taking into consideration these problems of ex-
pansion, we find that in general , the small businessman is 
faced with certain problems which can be defined as follows: 
1. Initial expense is great. 
Narrowing ourselves down to the super-market field, 
the cost of a new super-market is substantial, more than the 
average man can afford. 
for a full cash payment. 
No single person could save enough 
This fact necessitates that a sub-
stantial mount of debt be incurred. The average super-market 
would cost in the neighborhood of $250 ,000.00. The total 
cost is mentioned here only to show the magnitude of the fi-
nancing with which we will be working. Chain Store Age in 
December 1960 stated the cost of a modern super-market and 
came up with a figure of $64o,54o.oo. However, for the 
small independent, this cost can be cut down considerably. 
The largest single cost is that of the building • . Most of 
the buildings are concrete slab structures or some other in-
expensive type construction. The buildings are built for a 
fifteen-year period, as by that time they will be outdated 
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and obsolete. The buildings are as inexpensive as possible, 
decorated on the interior to give a rich atmosphere without 
actually incurring much added cost. Modern equipment is in-
stalled, which is costly, and the clean straight modern lines 
are usually continued throughout. Land is an important item 
and has been figured by many experts to range in value from 
$60,000.00 for a large section in a heavily concentrated 
area, to $20,000.00 for a site outside the central business 
area. Super- markets need three to four times the store area 
for parking. Thus a 12,000 square foot market would need a-
bout 60,000 square feet of land in order to operate effect-
ively. This $250,000.00 cost is divided into the land, 
building, fixtures and cases, and stock. There are various 
methods of obtaining this money which will be shown at a lat-
er time. 
2. Business is not usuallY profitable for at least 
six months. 
Any business necessarily has a certain length of 
ti~e in which it must struggle to get situated. The super-
market industry is no exception. The period from the open-
ing to the point where the business is going along on its 
own, is one of terrific advertising and promotional cam-
paigns. All types of advertising media are exploited and 
the caution on cost is thrown to the wind. This is the pe-
riod when many operators run into difficulty. If this peri-
od lags and the grocer does not have adequate working capi-
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tal, financial difficulties arise. Items are given away, 
other costs are reduced and extra care is taken to insure a 
warm reception by the public . Much business is done during 
this period . However, profits are usually lacking because 
of the heavy promotional work . Successful openings are im-
portant as the store is at its best, and the more people who 
see it at this time, the better. Gr anted, many people will 
not continue shopping immediately, but as time goes on, more 
people will change stores if the initial reception has been 
good. Business usually is good for the opening, then falls 
off. Then the advertising comes i nt o the picture to in-
crease the business. 
During the time until the business is over the 
break-even point, the profits are small and expenses large. 
This necessitates considerable working capital. When the 
method of financing is decided upon, it is important to con-
sider the expected cash flow from the new business. This 
cash flow is the amount of liquid assets which will be gen-
erated by the business and available to meet financial obli-
gations . This cash flow and the current working capital must 
be equal to the expected cash drains from the business. In 
order to increase the volume of a new store, much advertising 
is necessary, therefore necessitating a large expense . These 
various problems must be considered when the method of financ-
ing is agreed upon. Expected cash flow, available cash and a 
safety factor must be equal to the expected cash drains, not 
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only for the initial opening, but for a sufficient period on 
which to build the business over the break-even point. 
3. Grocers are not real estate or financial experts. 
This has been explained in an earlier chapter and 
is only mentioned here to show one of the limitations of a 
small business which must be faced by the small businessman. 
The large chains are able to hire experts in the various 
fields, thus allowing these chains to take advantage of the 
least expansive methods of doing business. The small organ-
ization must limit itself to its capabilities, thus paying a 
premium for expert advice besides being limited to certain 
financing methods. 
4. Cash reserves are not great. 
In a business such as described in Chapter 2, cash 
or liquid assets are limited. Some of these assets must be 
spent on the building or its equipment, while the rest is nec-
essary for working capital. Inventory is another large item. 
However, as will be shown later, it can be obtained without a 
down payment. When the building is ready for business, man-
agement will have to face large advertising bills with little 
cash reserves. The nature of the business is such that the 
profit-percentage is not large, therefore requiring a large 
volume. This large volume requires substantial working capi-
tal which most independent grocers do not have. This ex-
plains why many Independents are tied in with their whole-
sale grocer who goes along on the lease, thus allowing cer-
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tain grocers to obtain financing, and others to obtain more 
favorable financing. The cash flow is also important here 
and has the same connotation as used in the preceding chap-
ters. 
5. Guidance is important. 
As stated in the preceding chapters, small busi-
nessmen are not experts in all phases of business. They 
must have guidance in specialized sections, financing be-
ing one of the most important. The financing institution 
can and does give valuable financial guidance to the borrow-
ing company. Guidance is also received from suppliers. 
However, we are restricting ourselves to the financial a-
rea at this time. 
Financing Alternatives: 
The cost of a new super-market has been placed at 
approximately $250,000.00. Some of this money must be im-
mediately available in order to set the store in operation, 
while the rest must be paid in installments. The immediate 
costs would include the purchasing of the land, construc-
tion of the building including the heating and air-condi-
tioning, and a down payment on the equipment. This money 
must be secured in liquid funds before operations can begin. 
The other expense items can be met through the cash flow of 
the business, therefore reducing the total amount of financ-
ing that must be secured. There are various sources of cap-
ital to which the manager can consUlt. These sources will 
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be discussed in detail when the various financing devices 
are discussed. These alternatives show the variety of meth-
ods through which capital of this magnitude may be obtained. 
These alternatives are: 
1. Real Estate Mortgage Loan. 
The Real Estate Mortgage Loan is a long term loan 
secured by the real estate itself, and usually carries a rel-
atively low interest rate, at the time of this writing, 6% 
simple interest or less. An organization with strong credit 
and in good financial condition could secure this type of 
loan for 5!%. The prime rate, the rate at which the large 
corporations with lines of credit of $1 ,000,000.00 or more 
can borrow money, is now about 4t%. This closeness in the 
two rates shows that a surplus of money is in existence. 
These loans always carry the right of anticipa-
tion Without penalty, thus allowing a company to repay the 
loan in a shorter period. These loans are made by finan-
cial institutions having funds which are stable. These are 
insurance companies and savings banks. If the amount of the 
loan is great, a group of savings banks may divide the loan 
between them, thus reducing the risk for each one. In most 
of my interviews with executives in the insurance company 
field, I found that in order to obtain financing from these 
companies, the borrowing company must have a net worth of at 
least #lo ,ooo,ooo.oo. This, of course, limits financing to 
only the extremely large organizations. This eliminates the 
59 
grocer in our case. Therefore, not too much will be men-
tioned about insurance companies except in the discussion of 
shopping centers which will be mentioned at a later time. In-
surance companies are also large enough in themselves to have 
national, and sometimes international access to financing re-
quirements. They can, therefore, pick the section of the 
country which has a deficiency of capital, thus obtaining 
higher interest rates. Savings banks are ideally situated 
for this type of loan as their deposits or savings accounts 
are of a long-term permanent basis. Therefore, large amounts 
of liquid need not be kept. 
Savings banks are small in comparison to the insur-
ance company and therefore deal in much smaller amounts to 
small corporations. A grocer of this size can borrow from a 
savings bank at a low percentage of interest. The amount 
which could be borrowed would depend upon the credit and cap-
ital of the borrowing company. These mortgage loans are long 
term and have a maximum of fifteen years. This is similar in 
length to the lease which will be covered later, and forms 
the basic financing for the land and building, either sepa-
rate or as a combination. When the term is shorter, the de-
gree of uncertainty is less, therefore reducing the interest 
rate. 
2. Term loan. 
This is the alternate method of obtaining fairly 
long-term capital, from 3-5 years. The interest rate is the 
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same as the real-estate loan, simple 5!%. These loans are 
made by commercial banks, savings banks and insurance com-
panies. Commercial banks have a different makeup of capi-
tal . Their deposits are demand deposits which can be with-
drawn at any time. This fact re~uires the bank to limit it-
self to short-term rapid turnover loans. They must keep 
their money moving at all times, but also remaining in a 
liquid condition to meet the withdrawals. Most of the com-
mercial bank loans are in the construction financing field. 
These loans are temporary financing and are replaced by per-
manent financing. This construction period in the super-
market field is about six months . There is substantial book-
keeping in this type of financing. Therefore, the interest 
rate will be a little higher than the term loan, plus a 1% 
charge for reserving funds, as all of the loan will not be 
used at the same time and interest can only be charged on 
the amount actually being used. Commercial banks, being 
localized, are subject to the financial wants of the commu-
nity and must set their loans to that character. 
This type of loan is an intermediate one, allowing 
low cost financing to augment the long-term funds . These 
loans are unsecured and are protected by the general credit 
rating of the company. This type of loan can be geared to 
the cash flow of the business, as will be shown at a later 
time. This loan is used to finance anything which warrants 
a five-year payout from cash flow. 
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Secured Term Loans: 
When these loans are secured, a different set of 
circumstances is present. The usual collateral is either 
life insurance or marketable securities. If life insurance 
is used, the banks can and do lend 100% of the cash surren-
der value. Banks cannot lend more than 70% of the current 
market value of stock, due to limitations placed upon them 
by bank examiners. 
As an example, if 100,000 dollars of· securities 
are placed as collateral, the banks can loan up to $70,000. 
This 70% ratio would have to be kept throughout the life of 
the loan, thus requiring that adjusting be done if the stock 
should suddenly fall. This adjusting however, is not a se-
rious matter and can be usually worked out by transferring 
funds from one account to another. The terms of these loans 
are also different. A low rate of interest is charged while 
the loan is in effect. As long as the interest is paid, the 
borrower can continue the loan ldth no payments on the prin-
cipal necessary. The interest rate on these loans is less 
than can be obtained from any other source, and allows a 
breathing spell where no large principal payments must be 
met, providing that the collateral can be frozen without 
harming the business. 
3. Sale Leaseback. 
This method has been described earlier in the the-
sis and is not being used to any great extent at this time. 
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It is, however, a possible method of financing. The grocer 
in our case would have to obtain financing in order to build 
the market, then sell it to a buyer and then lease it back. 
This gives the same effect as an outright lease, which would 
be easier to obtain and less expensive to finance. Insur-
ance companies were the major financiers in this area until 
the change in the Income Tax Regulation. Now, real estate 
brokers and individuals who own property are t he main fac-
tors in this field. Beside the fact that our grocer has not 
the funds to build the market in the first place, this meth-
od is practically impossible, as only the large corporations 
can take advantage of it. This fact was brought forward very 
forcibly in my interviews with executives in the insurance 
company field. Since this method is closely allied to leas-
ing, a more detailed examination will be made at a later time. 
4. Small Business Administration. 
This government organization has recently begun 
giving mortgages on real estate, thus opening the way for 
the increased use of this type of financing. This organiza-
tion will take second mortgages on real estate and first 
mortgages on equipment. The Small Business Administration 
will only loan funds to small organizations who cannot ob-
tain financing on reasonable terms elsewhere. If an organ-
ization can obtain financing on reasonable terms on its own, 
it cannot go to the SBA. The interest rates were 5t.% which 
is inexpensive considering the risk which is involved. Pres-
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ident Kennedy recently lowered this rate to 4t% in order to 
stimUlate business expansion. These loans have a maximum 
term of ten years. Normally, a potential borrower will go 
to his bank who will arrange to take a portion of the loan 
and have SBA provide the rest. When this is done, the banks 
charge 6% interest even though the government charges 4i%. 
The only drawback to this method is the fact that the com-
pany is tied up financially by the SBA. These limits are 
installed in order to protect the government's investment. 
This does however, restrict the company's financial future. 
5. Risk Capital. 
Small Business Investors Company: 
This company invests in small businesses which are 
termed as risk ventures. Most of their loans have been made 
to manufacturing companies and few to service companies such 
as super-markets. This is only mentioned because this meth-
od can be used as a source of funds. However, when other 
means are available, this method is very rarely used. 
Bonds: 
This capital can be raised by the sale of deben-
ture bonds. If sufficient friends are available for the 
sale, the grocer has little difficulty in their floatation. 
If friends are not available, the finance companies will 
sell these debentures to outside investors. Since all is-
sues over $300 ,000.00 require a formal prospectus by the 
Securities and Exchange Commission, most of the issues are 
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kept under this figure. A sufficiently high rate of interest 
must be offered to attract risk capital. At the time of this 
writing, a rate of slightly over 6% would have to be offered. 
These debentures would be fairly long-term, the majority 
reaching ten years. These bonds would cover the same term as 
the mortgage loan on real estate and the term loan. All of 
these methods would provide the basic funds for the expansion, 
and very little future financing would need to be accomplished 
if these before-mentioned loans could be obtained in suffi-
cient quantities. 
6. Leasing. 
Leasing has been explained in detail as to its ad-
vantages and disadvantages in the first section of this the-
sis. It is used often by grocers who do not have, or who do 
not wish to use their own capital. When leasing is used by 
those who do not have a sufficient credit rating to obtain 
their own capital, an intermediary must be used. Normally 
this is the wholesale grocer. The wholesale grocer is larg-
er and carries better credit and, therefore, can obtain leas-
ing contracts. These contracts can be obtained either by his 
co-signing on the lease with the retailer, or by obtaining 
the lease for himself and sub-leasing it to the retailer. 
The last method is the most popular and has been responsible 
for much of the Independents' expansion. 
There are ties, of course, where the retailer must 
purchase its groceries from this wholesaler. This combina-
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tion of wholesaler and retailer has obvious advantages. The 
large chains are the enemy of both, and the success of the 
independents means the success of their wholesalers. Whole-
salers are not the only financiers in this area. Real estate 
dealers and owners of land who wish to build up their land 
while holding control over its future will build the super-
markets and then lease them to the grocers. This is done in 
the small shopping centers. 
Leasing has many advantages and is relatively easy 
to secure. The grocer in our case, has had offers from three 
wholesale grocers for guaranteed financing for the new mar-
ket. The drawback, as was mentioned, is the fact that the 
wholesaler's goods must be purchased. This does not mean 
simply dry groceries but many times, frozen foods and cos-
metics. Leasing is more difficult to obtain through the out-
side parties and is likewise more expensive to secure. Leas-
ing carries a higher rate of interest, normally 1% higher 
than the real estate mortgage loan and the term loan. Leas-
ing also has a subordinate credit position to debt and for 
this reason is more difficult and expensive to obtain. 
The above listed financing methods are the most 
popular in financing the major fixed assets, land and build-
ing. The equipment and stock are financed by other methods 
as will be shown at a later time. The real estate mortgage 
loan, term loan and leasing, all provide the same basic need, 
long term capital at a reasonable rate of interest. Since 
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these two items are of such great expense, it is obvious that 
repayment cannot be made in a short period of time. Long-
term money is vital to the construction and success of the 
operation. How these methods will be used by our grocer will 
be shown in detail at a later time. 
Equipment Financing. 
Equipment consisting of shelving, end displays, 
cases - both refrigerated and non-refrigerated - refriger-
ators, freezers and check-out stands, represent a total cost 
almost equal to the building itself. The actual cost will be 
mentioned later for our case, but the average cost will run 
to approximately $70,000 .00. There are various methods for 
their financing. Since used equipment has little value, the 
depreciation rate must be rapid. This fact necessitates fi-
nancing over a short period of time. 
There are two basic methods of financing equipment: 
1. Bank Loan: 
This is the cheapest and most direct method and the 
one advocated by the equipment manufacturers. These equip-
ment loans run from three to five years. This is in collab-
oration with the accelerated depreciation schedules. At the 
end of five years, 83% of the initial cost has been written 
off through depreciation. The term and rate of interest de-
18 pend upon the down payment and the balance financed. The 
term, as stated above, runs from three to five years, and 
the rate of interest is similar to that of the term loan. 
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The 5i% rate would be simple interest and repayments fitted 
to the cash flow of the company. 
Bank financing is not the only type that can be ob-
tained. The following is a letter from the Tyler Refrigera-
tion Corporation which ably explains the type and terms of 
financing available through the equipment manufacturer. 
"There are basically two methods of financing equipment, 
one of which is time payment purchased through a condi-
tional sales contract or chattel mortgage, and the other 
by leasing. Conditional sales contracts and chattel 
mortgages are used much more extensively than leasing, 
and the choice of conditional sales contract or chattel 
mortgage is usually determined by individual state laws. 
Basically, a conditional sales contract is a title re-
tention instrument, whereas the chattel mortgage passes 
title to the purchaser with a lien attached to the equip-
ment in favor of the seller. The choice of instrument is 
usually determined by the seller. 
In our industry, practically all manufacturers of which 
we are aware, offer a finance plan to their distributor 
organization for use by them in financing equipment for 
the user, the super-market operator. Inasmuch as one 
finance company, the Commercial Credit Corporation, has 
financing arrangements with the majority of fixture man-
ufacturers, the plans offered are very similar. Minimum 
down payments are 10% with the normal down payment 20 or 
25%, maturities three, four, or five years and the fi-
nance rate 5 to 6% add on per year. The rate is usual-
ly determined by the amount of the financed balance and 
the length of the maturity and is taken from a chart 
provided by the finance company. The rate is a flat 
charge per year, and is multiplied by the number of years 
maturity times the finance balance. Installation and 
freight are usually financed along with the distribu-
tor's selling price of the equipment. The customer must 
submit his financial statement and earnings records, and 
on contracts involving #25 ,000 or so upwards, a projec-
ted profit and loss statement is required indicating es-
timated sales volume and profits expected from the re-
modeled or new market indicating the ability necessary 
to repay the loan. 
If the customer is incorporated, individual signature 
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of the principals and their wives are sometimes required 
depending on the capitalization of the corporation, and 
the personal net worth of the principals. Landlord's 
Waivers are required if the building is not owned by the 
supermarket operator, whereby the landlord acknowledges 
the equipment is not part of the building and waives any 
right to same should it become necessary that the equip-
ment is removed for non-payment of the loan. The finance 
companies also require insurance coverage of at least 
the amount of the note to insure re-payment of the loan 
in case of loss by fire, etc. 
More favorable interest rates are sometimes available 
to the market operators if they have sufficient finan-
cial strength to borrow direct from a bank. The bank 
would normally request the same guarantees, insurance 
coverage and landlord waiver. 
The O.I.T. Corporation has a seven year plan available 
for super-market operators, with lower payments during 
the first two years, higher payments in the third, fourth 
and fifth years and reduced payments again in the sixth 
and seventh years. To our knowledge, however, no manu-
facturer or distributor guarantees these loans, through 
C.I.T., but are reserved for those market operators wish-
ing this type financing and who have financial statements 
warranting a direct loan. 
Much can be said about leasing and its history in our 
industry, but it is our opinion here at Tyler, that 
leasing should be used only by organizations large e-
nough to have a treasurer who has made a thorough study 
of all of the tax and legal aspects regarding leasing 
and time payment purchasing. With the accelerated 
methods of depreciation, sum-of-the-digits and declin-
ing balance methods, leasing lost its impetus. Leas-
ing brokers were very active prior to this time, sell-
ing their services on the basis that lease payments 
are made before taxes whereas contract payments are 
made after taxes. This is not a true picture however, 
as depreciation is deducted before taxes and as stated 
above, with the accelerated methods now allowable, al-
most equal the amount of the lease payment. A true 
lease does not have an option to buy and as we under-
stand it, is the only type lease acceptable by the In-
ternal Revenue Service. Most leases have provisions 
for one payment to be made in advance, with the bal-
ance over 60 months and the finance charge included is 
usually more than applied to conditional sales con-
tracts. Some leases have provisions for security de-
posits to be made in advance, usually equivalent to 
the last six months rent and this is a gimmick applied 
to people desiring to lease, but who have a weaker fi-
nancial position, not qualifying for the amount of cred-
it required with only one payment in advance. Options 
to use the equipment are available for two years after 
the expiration of the original five year lease, and 
the payment per year is approximately 3% of the origi-
nal cash price. 
The equipment, if in the name of the finance company, 
is usually abandoned at the end of the lease, but if a 
distributor is financing, title remains with him and it 
would be necessary that the market operator then pur-
chase it from the distributor. Attached is a compari-
son of the three methods of depreciation on $1000 over 
a period of seven, eight, nine and ten years. The In-
ternal Revenue Service has recently ruled that the com-
bined equipment in a supermarket may be depreciated 
over an eight year period and you can see from this 
chart that at the end of five years on an eight year 
amortization, 83% of the original cost has been recov-
ered on the tax return. The declining balance is usual-
ly recommended, however, as it has "built in" salvage, 
and the Internal Revenue Service has been getting more 
sticky on salvage the last few years. The advantages 
of leasing have been sold as conservation of working 
capital (merely because there is a smaller "down pay-
ment") and a tax saving because payments are expensed 
before computing income tax. A market operator with 
good credit is able to finance by contract with a down 
payment of 10%, and as stated above, due to the many 
legal implications and potential trouble with the In-
ternal Revenue Service, we recommend contract financ-
ing for the average market operator. 
Occasionally, fixture financing is offered by wholesale 
grocers but this is the exception rather than the rule. 
Their terms may vary but will follow a pattern for con-
tract financing outlined above . 1119 
2. Leasing: 
This method was explained in the previous chapter. 
It is used by many operators who have exhausted their borrow-
ing capabilities or wish to relieve themselves of obtaining 
outside financing even though the cost may be more. 
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The above two methods are used almost exclusively 
in equipment financing. During my interviews with banking 
officials, I found that little leasing was done at this time. 
Most of the punch has been taken away by the accelerated de-
preciation schedules, giving little advantage to leasing. 
Most operators, therefore, purchase their equipment by one 
of the various methods mentioned above. 
Stock Financing. 
The stocking of a super-market is another expense 
which must be considered. Some of the stock does not have to 
be paid for until it has been sold, therefore presenting no 
financing problems. These items are usually the perishables, 
meats and produce. These items also have a rapid turnover, 
thus allowing a complete collection of profit before payment 
is due. The grocery department consisting of all the items 
purchased through the wholesale grocer has a different pic-
ture. The entire grocery shelves must be stocked at one time. 
Many of these items will not turn over within the payment pe-
riod, requiring financing. The initial few weeks' business 
is usually unprofitable, due to heavy advertising and give-
away prices. In order to allow the operator some extra work-
ing capital, the entire grocery stock is usually financed. 
The financing is done through the wholesale grocer and is usu-
ally financed at a 6% interest rate. The stock can, there-
fore, be used for as long as necessary with no principal pay-
ments, as long as the interest is paid. 
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Some wholesale grocers in order to promote business 
have lowered this rate to practically nothing. This is done 
~ecause of increased competition between wholesalers with the 
few capable super-market operators remaining, while profits 
are expected from the increased business. The amount of this 
financing is about $40,000.00. This flexible repayment sched-
ule offers a breather to the operator from the rigid repayment 
schedules from the term loans. 
Cost and Method of Financing. 
This grocer has decided that a 12,000 square foot 
market would be necessary to fulfill his purpose. The equip-
ment, land and stock would also be purchased at the prices 
listed below: 
Building 12,000 sq. ft. at $10 . 00 per foot = # 120,000.00 Fixtures 
- - - - - - - - - - - - - - - -
70,000.00 
Land 
- - - - - - - -
30,000.00 
Stock 
- - - - - - - - - - - - - - - - -
40 1000.00 
Total $ 260,000.00 
The entire market, fully equipped, would cost 
$260,000.00 as stated above. The land and building would 
cost $150,000.00. The building would cost $10.00 per square 
foot and would include the modern market completely decorat-
ed and equipped with air-conditioning and heating. The gro-
cery stock necessary to fill the shelves would be $40,000.00, 
and fixtures, including shelving, cases and cash registers, 
$70,000.00. 
Now that the cost has been established, some meth-
72 
od must be arranged for its financing. Using the information 
in the preceding chapters, we find that the stock can be ob-
tained from the wholesale grocer. The equipment can be pur-
chased after a 10% down-payment. This would require a cash 
payment of only $7,000.00. The balance must be financed as 
will be shown later in the chapter. 
A summary of the amount required is shown below: 
Total amount necessary $260,000.00 
Stock $4o,ooo.oo 
Obtained from wholesale grocer 
at no interest and liberal 
repayment schedules 
Fixtures 10% down $7,000 .00 
Finance ----------
Land and Building -----------




In order to determine the proper method of financ-
ing the $213,000 .00, we must first determine the amount of 
cash which will be generated by the business. The cash flow 
or cash budget for the first year is important in this deter-
mination. This chart which is listed below will show the 
amount of liquid funds which will be available for the pay-
ment of all financing. 
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~HWOOE 
1. Estimated net profit -------------- $ 15,000.00 
1% of $1,500,000.00 
2. Add Depreciation 








Total ----------------------------- $ 81,250.00 
Less Accrued Taxes -







Cash generated and available for 
financing -------------- e 64,250.00 
The data used for the chart was taken from the 
corporation balance sheet for 1960. The amount of business 
and profit percentage is estimated. This estimate is based 
on the past business. This corporation has averaged nearly 
a million dollars volume per year for the past three years. 
This present year should show an increase, and recent fig-
ures show an increased growth due to new merchandising ideas. 
These ideas have successfully helped this small store in the 
wake of large competition and, therefore, should prove of 
more help to a modern large market. 
This new market will have a capacity of about 
$50,000.00 per week, or $21 million per year. During the 
first year with increased advertising, this store should av-
erage about $30,000.00 per week, or $11 million per year. 
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This store will be the only store of its kind advertising 
a basic price policy in its area. This policy has been prov-
en successful and is an innovation in this area. All compe-
tition has a stamp policy with price taking a secondary po-
sition. 
The trading area in which this store will operate 
has been saturated with trading stamps and the effect of 
these stamps is beginning to wain. This is evidenced by the 
fact that promotions giving free stamps have not been as suc-
cessful recently as in the past. The success of our grocer's 
market, which only offers price, also shows that the stamp 
trend is beginning to reverse itself and should offer sub-
stantial sales gains to the first to innovate a good basic 
price policy. The sales figure is based on past perform-
ances of similar stores in this same trading area. Most of 
the new markets have reached this figure after a full year's 
operation. 
Profits are another place of uncevtainty. In our 
study, we have placed this percentage at 1%. This net prof-
it of 1% would yield a $15,000.00 profit after taxes. This 
figure is also taken from the 1961 estimate. Although actu-
al figures are not available for 1961, we have proof through 
our check book that profits are increasing, especially since 
the new price policy has been initiated. During the previ-
ous three years, as shown in the comparative profit and loss 
statement, the net profit has been 1%. This low percentage 
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has been due to many factors which will not be present in 
the new market. 
First, the present store had trading stamps for 
one and one-half of the three years. Trading stamps are a 
2% charge for the grocer on his sales. Since the sales did 
not increase in sufficient quantity to offset this charge, 
the net profit was seriously affected. During the final 
year when trading stamps were no longer used, this market 
operator went into a drastic price-cutting campaign which 
also cut into the profit. The reason for this price-cutting 
was to enable the store to successfully drop the trading 
stamps. No store in this area had eliminated the stamps, 
and many had recently taken them on. Therefore, the move 
was a drastic step. In order to insure this step, prices 
were dropped and profits were also reduced. 
This transition period has been completed, and 
profits are now taking shape. Basing ourselves on the first 
half year figures, the net profit should come close to 2% 
for 1961. Working conditions will also be different in the 
new market. Many modern conveniences which would eliminate 
labor, cannot be installed in the present store, due to the 
shortage of space. This increases overhead "Vli th expensive 
labor which could be eliminated. These disadvantages would 
not be present, therefore, allowing a more efficient opera-
tion and an increase in net profit. 
The estimated net profit for the new market has 
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been adjusted downward in order to compensate for sale mer-
chandise which must be sold at little or no profit during 
the opening and the following few months. The sales and 
profit estimates are realistic ideas of what can reasonably 
be expected and readily obtainable. 
Depreciation is the major non-cash factor. The 
Internal Revenue allows a building to be depreciated over a 
twenty-year period. This would allow a 5% depreciation 
charge per year. This would amount to $6,000.00 per year. 
Equipment can be depreciated over an eight-year period. The 
declining balance method is advocated, as was stated in the 
letter from Tyler, because of its built-in salvage value 
components. Using this method, we find that $250.00 per 
$1,000.00 can be charged off the first year. This would 
amount to a charge of $15,750.00. The total depreciation 
charge for the first year would be $21,750.00. The impor-
tance of this depreciation will be shown in the following 
chapter when the reasons for the type of financing decided 
upon are given. 
The grocery stock has been given with no interest, 
and principal payments unnecessary for at least the first 
year. This will allow the company added working capital as 
the $40,000.00 will increase accounts payable, but will not 
become a cash payout until funds are available for its re-
payment. This will provide a buffer zone between available 
funds and necessary cash disbursements. Accounts payable 
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would actually be increased by more than this ~40,ooo.oo. 
The meat and produce stock is payable a week after it is 
sold , therefore requiring no investment. The meat stock 
can also be held for two weeks before payment must be ren-
dered. The credit policy of most meat packers allows a 
fourteen-day credit period. These policies will make avail-
able another $12,000.00 to $15,000 . 00 to be used as working 
capital. This last $15, 000.00 is being used as a safety 
factor and is not being figured i n the cash budget . 
The other items on the budget are taken from the 
1960 balance sheet and adjusted to compensate for the in-
creased business. This chart shows that $64,250 . 00 will be 
available to pay finance charges the first year. 
Actual Financing. 
This grocer, counting his stock, must finance 
$260,000 . 00 in order to pay for h.i s market . The grocer wants 
to be free from debt as soon as possible , without hampering 
himself with a shortage of working capital. The risk is al-
so less when financing is done on a shor ter period, as the 
uncertainty of t he future is not a s great . The degree of 
risk increases as the length of time increases, as the fu-
ture is always uncertain. 
This grocer has at the present time, $36,555.59 
in cash and $21,047.59 in marketable securities, or a total 
of $57,603 .18 in liquid capital. His current liabilities 
are $26,152.74, leaving net current assets of $31,450.44. 
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This figure will be augmented by the net profit from the 
1961 operations which is expected to reach $18,000.00, leav-
20 ing a total balance of $49 ,450. 44. 
Since the marketable securities are going to be 
given as collateral for a partially secured loan, the cash 
alone will be considered from this point on. The cash avail-
able will be $28,402.85. The deposit on the equipment of 
$7,000 .00 will bring this amount to $21,402 . 85. 
Below is a chart showing the proposed financing 
and its charges: 
Financing 
Funds available $64,250.00 
Equipment - financed 63,000 . 00 
5 years - partially 
secured 5% interest 
Principal Payment ----------- $12,600.00 
Interest -------------------- 3,150.00 $15 ,750.00 
Land and Building 
$150 ,000.00 financed 
10 years - 5i% 
Principal Payment ----------- $15 ,000.00 
Interest -------------------- 8,250.00 $23,250.00 
Total finance charges ------------------- $39,000.00 
Total funds available except cash -------
Finance charges except stock ------------
$64,250.00 
39,000.00 
Amount left for other financing --------- $25,250.00 
We can see from this chart that $25,250.00 will be 
available after financing charges for the building, land and 
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equipment are met. This amount, coupled with the $21,402.85 
cash balance, would make $46,652.85 available for other fi-
nancing and 1-rorking capital. The net profit that has been 
added into the available cash, is equal to the accounts pay-
able which was deducted as a current liability, but which 
will be paid from the following week's business, not exist-
ing funds. These items offset each other and for that rea-
son, make the estimate of available cash very conservative. 
Equipment financing. 
Equipment costing $63,000.00, will be financed 
over a five-year period with annual principal payments of 
$12,600.00. This loan can and probably will be anticipated 
if profits follow the expected pattern. The reason that the 
five-year period has been used, is for the fact of safety. 
The loan liill be partially secured by the e21, 047.59 of mar-
ketable securities and $35,000.00 of marketable securities 
held by directors of the corporation. The secured feature 
will enable the company to secure a low rate of interest, 
and after two years will be completely secured. The annual 
charge would be $15,750.00 for t he first year and less for 
the succeeding years as the i nterest declines. 
Land and Building. 
The land and building costs of $150,000.00, will 
be financed over a ten-year period with expected anticipa-
tion at seven or eight years. The annual payment would be 
$15,000.00, with interest at 5t%, or $8,250.00 the first 
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year, making a total of $23,250.00 . The financing costs of 
$39 , 000.00 would leave $25,250.00 for the payment of stock 
and other minor financial needs which may arise. The avail-
able cash at the beginning of the period of $21,402.85 coup-
led with this extra $25,250.00, would leave $46,652.85 avail-
able for cash drains and working capital. 
Reasons for the selected financing: 
This grocer, being small and independent, must be 
entirely self-reliant. He must receive financing tailored to 
meet his special needs in order for him to remain independent. 
He has certain basic wants, being to conserve his working cap-
ital, and at the same time obtain sufficient funds with rea-
sonable and flexible repayment schedules . 
Leasing at this time would not fit his purpose. 
This grocer is in an extremely strong financial position and 
is capable of surviving an extended period of unprofitable 
business should this happen. Leasing is more expensive and 
ownership is not passed over to the lessee. This grocer be-
ing in a strong financial condition, can obtain direct fi-
nancing from financial institutions. These financial sources 
would charge lower interest rates, plus pass ownership when 
the contract is initiated. Leasing also restricts the free-
dom of the super-market operator. The wholesale grocer in 
most cases, holds the lease or has been instrumental in ob-
taining the lease . 1~ times the wholesale grocer holds the 
lease and the retailer simply sub-leases the market. When 
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this situation exists, the retailer is tied down permanently 
to this wholesale grocer . All of the goods stocked by the 
wholesale grocer must be carried by the retailer, and whole-
salers have been extending their stock from simply dry gro-
ceries to frozen foods and cosmetics. Leases are also legal 
documents, and as such are subject to manipulation. These 
leases can be broken and the danger is always present that 
the grocer could lose his investment. 
This grocer has always used his freedom to great 
advantage and considers it necessary for his continued suc-
cess. Therefore, leasing has certain strong drawbacks in 
this area. Since lease financing must be obtained from un-
familiar sources, this man is at a disadvantage. The only 
familiar sources to him are the banks. Banks do not engage 
in lease financing and this grocer has no contacts in the 
real estate area to which he must go. 
In the actual financing, it is true that the grocer 
is tied down to the wholesale grocer who advances the stock 
at no interest. This period of restricted freedom is however 
restricted. From the financing chart on page 79, we can see 
that within two years, the entire loan can be repaid and free-
dom restored. The only time that leasing would be considered, 
would be if rapid expansion is initiated and this super-mar-
ket corporation finds itself in a position where more fixed 
debt or long-term bank borrowing would overload his capital 
structure. In this case, leasing would provide the ready 
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built market with just the equipment to finance. In this 
case, the grocer's freedom would be impaired. Therefore it 
is not anticipated in the expansion plans of this corpora-
tion. 
Financing for this grocer must come from banks, 
both commercial and savings. b~ interviews, I found that 
Life Insurance Oompanies are interested in only the large 
chains, those doing an annual business of $100,000,000.00. 
Some insurance companies made concessions, however. The an-
nual volume necessary to take advantage of these loans is 
still too much for our small corporation. Most of the life 
insurance business is done in shopping centers where the loan 
is in the millions of dollars instead of the $200,000 . 00 as 
in the super-market. 
The local banks specialize 1n helping local busi-
ness, and therefore are the logical source of funds. The lo-
cal banks at this time, are in an area of surplus capital. 
This means that this area is one of limited capital invest-
ment at this time, therefore lowering the interest rates. 
The larger institutional investors have access to the nation-
al and international money markets and can pick those areas 
which have a deficiency of capital, thus raising the rates of 
interest. 
This grocer has used the facilities of the local 
banks and has always been fairly treated, thus he will be 
dealing with familiar institutions. These banks would also 
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present a full package. The entire required funds could be 
obtained from the same institution. The equipment loan would 
be given by the commercial bank through a term loan, and the 
land and building would be financed by a real estate mort-
gage loan. The commercial bank has consented to offer fUll 
financing. If this bank cannot finance the entire loan, it 
will arrange with other financial sources to finance the re-
mainder. 
The equipment is being financed through the bank. 
This was what was advised by Mr. Widner of the Tyler Corpora-
tion. The equipment manufacturers charge an installment rate 
of interest. Interest is always charged on the initial bal-
ance, not the declining balance. Banks charge simple inter-
est. The equipment is used as collateral. However, as Mr. 
Washburn of the Worcester County National Bank stated, the 
only value of this lien is in the fact that operations cannot 
be continued in their absence. The resale value of equipment 
is very small, but its necessity to the operation adequately 
secures the loan. 
The entire market will be financed in a conserva-
tive manner. This manner will also be more economical than 
can be obtained from any other source. This grocer can de-
mand and obtain terms tailor-made to his needs. This section 
of the country being a surplus capital area, coupled with the 
strong capital structure and credit standing of this company, 
puts the grocer in an extremely good position. The finance 
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charges can be met easily by the corporation and anticipation 
is probable. This corporation could have ~inanced the expan-
sion at a faster rate, but in order to keep a conservative 
note, a longer time was taken. The bank also does not re-
quire any principal payments for the first six months o~ op-
eration. This is the danger period for all new ventures in 
this ~ield. 
Two main ~actors are responsible for management u-
tilizing the bank loan instead of leasing. These are the re-
payment schedule and the expected cash ~low chart. Under 
leasing, the repayment schedule would be fixed and not flexi-
ble. If the ~irst ~ew months were not profitable, the corpo-
ration could have ~inancial difficulties if ~aced by a high, 
~lexible repayment schedule. This danger would not exist 
under the bank loan. Of course, i~ profits were not forth-
coming for a year, the corporation would have ~inancial di~­
~iculties under any type of ~inancing system. The bank loan 
as set up, would provide for easy repayment if a conservative 
profit could be obtained. 
The cash flow charge also shows that suf~icient 
funds should be generated to allo~r an eight-year payout. The 
present store was completely free of debt within five years, 
and now the rent is less than t o~ 1%. Competition's rent is 
1! to 2%, there~ore allowing us an extra profit margin. This 
same idea can be used again to great advantage. These pay-
ments could be met easily even i~ business did not meet the 
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anticipated level. The combination of these two factors 
makes the bank loan, with complete ownership possible with-
in eight years, preferable to the long-term lease. 
If future expansion is made in a short period of 
time, then leasing may be preferred, but not at this time. 
This grocer with the amount of cash on hand plus the expect-
ed cash flow, can easily secure favorable long-term financ-


























BUSINESS EXPENDITURES FOR NEW PLANT 
and E~UIPHENT 
1945- 1960 
1945 46 47 48 49 50 51 52 53 54 55 56 
Source: Statistical Abstract of the u. s. 
CHART I 
CHART II 
Comparison of Lease Plan with 7 5% Bank Loan in Acquiring 
Equipment Valued at $25 , 000 with a Composite Life of Ten 
Yeans and no Scrap Val ue 
Lease Plan : 3 Year Lease with 7 , 1 Year renewals-
Financ ing Rate : 6% per year of origi nal cost of equipment-
Renewal Rate: 5% per year . 
Year Cash on Hand Cash Income Interest De pre- Rent 
at begenning before d , e , ciation 
of Year f , g , h . 
a b c d e f 
1 100 , 000 50 , 000 9 , 833 
2 119 , 280 50 , 000 9 , 833 
3 1 38 , 560 50 , 000 9 , 833 
4 157 , 840 50 , 000 1 , 250 
5 181 , 240 50 , 000 1,250 
6 204 , 640 50 , 000 1 , 250 
7 228 , 040 50 , 000 1 , 250 
8 251 , 440 50 , 000 1 , 250 
9 214 , 840 50 , 000 1 , 250 
10 298 , 290 50 , 000 1 , 250 
38 , 249 
Purchase P~~= 75% Bank Loan . Interest Rat e 5% on original 
Balance- Equal ~1onthly Instaklments . Finance : 75% of 25 , 000 
equals 18 , 750 . Tot a l finance charges $2 , 811. 00 . 











100 , 000 
11 3 , 414 
132 , 841 
1 52 , 032 
177 , 686 
203 , 104 
228 , 285 
253 , 230 
277, 939 
302 , 41 2 
50 , 000 
50 , 000 
50 , 000 
50 , 000 
50 , 000 
50 , 000 
50 , 000 
50 , 000 
50 , 000 





4 , 545 
4 , 090 
3 , 636 
3 , 181 
2 , 727 
2 , 272 
1 , 818 





(continued) CHART II {cont' d) 
-
y ear Income Tax Loal1 or Cash re - Cash on hahd Cash excess 
a t 1958 Purchase maining at at end of or deficiency 
Rat es Payments end of year year of lease plan 
to purchase 
plan 
g h i j k 
1 20 , 887 19 , 280 119 , 280 
2 20 , 887 19,280 138 , 565 
3 20 , 887 19, 280 157,840 
4 25 , 350 23 , 400 181 , 240 
5 25 , 350 23 ,400 204, 640 
6 25 , 350 23 , 400 228 , 040 
7 25 , 350 23 , 400 251,400 
8 25 , 350 23 , 400 274, 840 
9 25 , 350 23 , 400 298 , 240 
0 25 , 350 23 , 400 321,640 1 
240 ,111 221 , 640 
Purchase Plan : 
1 23 ,149 12 , 500 13 , 414 113 ,414 5,866 
2 23 , 386 6 , 250 19,427 132,841 5,719 
3 23 , 622 6 , 250 19 , 191 152 , 032 5 , 808 
4 24 , 346 - 25,654 177 , 686 3 , 554 
1 
5 24, 582 - 25 ,418 203 ,104 1,536 
6 24 , 819 - 25 , 181 228rp285 (245) 
7 25 , 055 - 24,945 253,230 (1,790) 
8 2~- ' 291 - 24 , 709 277 , 939 (3 , 099) 
9 25 ,527 - 24, 473 302 , 412 (LL,l72) 
0 25 ,764 - 24 ,236 326 , 648 (5 , 008) 
245 , 541 25 , 000 226 , 648 
Source: 
Pros and Cons of Leasing 




Consolidated Balance Sheet 
1958 1959 1960 
Current Assets: 
Cash - Deposit in Bank 16,464.58 55,015.70 34,545.88 
On Hand 1 1 206.62 ~·088.22 2 1002.11 18,371.21 5 ,104.03 36,555.59 
Marketable Securities 39,998.33 21,047.59 
Merchandise Inventory 23,039 .40 25,976.68 27,983.34 
Prepaid Insurance 2,517.70 2,241.45 2,259.45 




Real-Estate 44,795.07 44,795.07 56,995.07 
Store Equipment 56,527.19 59,341.50 60,502 .79 
Motor Vehicle 1,971.05 1,693.00 1,693.00 
Less Depreciation 42z2a·o2 !21 1108.*1 !22a~12·11 59,0 .21 54,120. 6 59, 15.09 
Total Assets 14;2 1145.85 141 1111.82 141 1 961.06 
Current Liabilities: 
Accounts Payable (Trade) 21,673.44 15,347.69 18,274.79 
Accrued Salaries 3,000.00 3,000.00 994.46 
Accrued Taxes 3,503.21 3,788.40 3,922 .05 
Provision for Inc. Tax 3,639.79 2,883.17 2,961.44 
Note Payable to Officer 8 1ooo.oo 39,816.44 
6 1 000.00 31,019.26 
41 000.00 30,152.74 
Net Worth: 
Capital Stock No Par 0.00 o.oo o.oo 
Paid in Surplus 85,000.00 85,000.00 85,000.00 
Earned Surplus 18 z 222.41 2!2 1 628.;!6 ;22 1 808.;22 103,929.41 110,698.56 117,808.32 
Total 143 2745.85 14lz717.82 14Iz261.06 
Source: Annual Report - Fortin's Market, Inc., 1960. 












Cake & Bread 
Dairy 
Tobacco & Candy 
Supplies 
Total Purchases 
Deduct Inventory 12/ 31 
























































Wages, Store Expense, 135,727.80 140,596.00 142,617.70 
Advertising, Administration, 
and Taxes 
Net Profit 12,132.63 9,610 . 56 10,030.86 
Source: Annual Report - Fortin's Market, Inc., 1960. 
DEPRECIATION- $1000 
DEPR. 7 Yea rs 8 Years 9 Years 10 Years 
PER 
YEAR STRAIGHT DEC . SUM OF STRAIGHT DEC. SUM OF STRAIGHT DEC . SUM OF STRAIGHT DEC . SUM OF 
LINE BAL . DIGI TS LINE bAL . DIGITS LINE BAL. DIGITS LINE BAL. DIGITS 
1 s t 142 . 8 6 285 . 72 250 . 00 1 25 . 00 250 . 00 222 . 22 111.12 222 . 24 200 . 00 100 . 00 200 . 00 181 . 81 
2nd 142 . 86 204. 08 214. 29 125 . 00 18 7 . 50 194. 44 111 . 11 172.78 177 .78 100 . 00 160 . 00 163 . 63 
3rd 142 . 86 14 5.77 178 . 57 1 25 . 00 140 . 63 1 66 . 66 111.11 134.42 155 . 55 100 . 00 1 28 . 00 145 . 4 5 
4th 142 . 86 104. 1 2 142 . 86 125 . 00 105 . 47 138 . 89 111 . 11 104. 55 133 . 33 100 . 00 102 . 40 127 . 27 
5th 142 . 86 74. 38 107.14 1 25 . 00 79 . 10 111.11 111 . 11 81 . 32 111 . 11 100 . 00 81 . 92 109 . 09 
SUB-
TOTAL 714. 30 814 .07 892 . 86 625.00 762 . 70 833 . 32 555 . 56 715 . 35 777 . 77 500 . 00 672 . 32 727 . 25 
6th 142 . 85 55 . 99 71 . 43 125 . 00 59 . 33 83 . 34 111. 11 63 . 25 88 . 89 100 . 00 65 . 54 90 . 91 
7th 142 . 85 39 . 99 35 . 71 125 . 00 44. 49 55 . 56 111 . 11 I.J9 . 20 66 . 67 100 . 00 52 . 43 72 . 73 
8th 1 25 . 00 33 . 37 27 . 78 111. 11 38 . 27 44. 45 100 . 00 41 . 94 54. 55 
9th 111 . 11 29 . 76 22 . 22 100 . 00 33 . 55 36 . 37 
lOth 100 . 00 26 . 84 18 . 19 
1000 . 00 910 . 05 1000 . 00 1000 . 00 899 . 89 1000 . 00 1000 . 00 895 . 83 1000 . 00 1000 . 00 892 . 62 1000 . 00 
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